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ABSTRACT 


Income and price instability in international sugar 
trade has traditionally been a common occurrence. For sugar 
producers, unstable prices mean unstable incomes and 
increased insecurity. Over time, many countries have devised 
trade policies to combat the negative influences of price 
movements on sugar producers’ incomes. The policies evolved 
have been highly protective of many high cost domestic sugar 
producers against lower cost foreign sugar imports. 

The present study examines some of the economic 
implications of protectionism by major sugar exporters and 
importers on international trade in sugar in 1959, 1974, and 
1978. To accomplish this, the study updated and extended the 
1959 study by R.H. Snape. Following Snape’s procedure, the 
general indication of the effects of protectionism on 
production were derived from estimating relative price 
effects. The effects of protection on consumption and trade 
levels of sugar is then estimated. The results of this study 
indicate that if protectionism had been removed from 
international trade in sugar in 1978 there would have been a 
1 to 4.2% increase in sugar consumption levels and therefore 


similar increases in sugar production and trade levels. 


CS iz : tsi see at cin vaasenn asi be 
age 224 << sh Abinfios 4 naSs ev 
baw cago ab cRG sr awe enor 


hab bya evn 20) 20uieR? sisted ais sev sf ae ae 


Sake 3S eaorrear’ iF 


Hy 


165 Signe, Sel she aA ose: ant pipseN 6 Ae Sebi 
noud ahheemad tee ore at ‘ed, hxtonaie “t pect | 
et Cue i Teo e mere "aoe vavol iene 
pimernans ont? Tecemak isis ide pees a 


‘ bag Stee ne heey HSE iocee ‘hgh aia 2 


ea ANS a4 vse arr ebbint “anal 5 | 


zi 


ofl! pabnesyas ALS ih 4 


ent en: a ey | 
pai a biawe 


es oe 


ane 


———, 


sale oh brie oo ne 
(bis af} ig attieatis 


’ risa Bait be soi, | 


RiaVS oon a 
; 
Ua in 
| 7 
) } 
F 


TABLE OF CONTENTS 


Page 
Se ee erent ar ae teers, drhy Oke ed vw as olor Se Eas 4 Sv See aa j 
PRP AGE. 5). oo. as es ot LAR 1 SS CA, pee ij 
ere er eA UNE CIN yeti: Dynal sero “ala ate aA ORD ein deta lis fel Vii 
OW re Crna Stee Carteret pe leas Ch es naan Saas aunt Meet Maribeth saga ae, 8 iv 
ENS LRG SUG SCA AeA Dome TU) ciara Oe aru Be ae aa Ree es ne an ere Vv 
ERMC ON INE IN te SMe gansta tits onda Feit daw Co senwiice lexan ty Rieoevere ween ap eta acs vii 
LS) TAB MEA SRR Tze: ee he xi 
BROMO P OR, ae AU RE Stee kris: Ler th A ec tae, NER COIN AE ce kos a 
Oe Pee hie cee IN DWC PL ON cas sire memereecar penitent geme Ree atl gee geste stele uly dn Ge 1 
SlLavemenen Ot EMC), PRO, VeMpi. as ltragon ear: caleit a cveslclaan at sa 1 
LAG WO yeCul Ves OF LING) S CUCY aie. toricsiwavelt) spares ol se lees 4 
Then HyYpotnesesia ins 6 0 ae eae ee Ac ot han aha a ee 5 
Wares alfa sl nyove [oy (eta h/AC Sette) nas) een er cee Aaa ras are ts 6 
tne Contents of sthe Otner CNaDlers vic. wee ace ee tee i 
CHAPTER II - SUGAR AS AN INTERNATIONALLY TRADED 

AGRO SPUR A CONMGDIE Ty, 5:54, ca cet oe nern crab henpenivek en edstdegerse on ape 9 
The GnirgiiasttotcSugar >. Comers yo Mt. ne Sit ore 9 

The Development of Protective Barriers in the 
TEV CREA TAI: Gye OL ICU GROVER. hfe) hes oop si'nulty ob aplenieby od keh corvpsey a.oh wu ol ve 10 

REVIEW OF INTERNATIONAL TRADE IN SUGAR: 

World Production, Consumption and Stocks.......... 14 


Vi 


My _ a 
a - AY ¢ } ‘ (¥ x 
7 i i aan) Jn . 
h Y ™ a pi 2 
é A Ge 
a . i nL. 6 , 
: * ; i : a 
» = : : ‘ sd _ fl os, ; 2 ay 
Sia gael aes Saat 
a | <7 | b Pade pre) : ae} : 
; ' ; ; Abe . Te ae 
2 ei a 
im a of iz 
<9 rf - 
aM bd 7 
me ‘ y 
f mtd ’ 
% — — i 
} id Pee, one 
; “2 
i ovo few oe : + : x -'# ae ee ee ‘ 
a 
t in nee fir 
‘ 
4 eit » J “i s; == =.» * 
i ne ‘ } ; th id 
, t ) | aiigic ~ 
iF. ae elie cane atl axe 
“i 
= ; eel 
7 : os © 4 * © a @ 
q pi 
F y i, - 12 
{ . A ay 
. ' a - j oe ‘ain 
i e : e 4 ys Lhe im e y ° ee a eoe Eee 
4 f es 5 4 
: ; f : a 
\, i aoS mM a2 
i w . a i 437 baal 
a 7 
a 
% _ © aa i a 
“{ T 
2 » # ty s . o<t yOaler 


J eA wis 7 : "i eh ; ‘wd ro 
Eva ger Peatih 9 a ce ea pn nan AOE TIGA Wio= i d 


att 


| AAP at ee pet ae at “St. ve. fomanedate 
: rer ee i ee Pe ee rs 
ad t hd Fa ‘ = a We > be ae i mis ; 7 : - 
22 ~* = > se 4 «Nib on », 4 ; _? a A of r - ay 
7 nese) eo red ea i 
: ~- te le oe 
‘ a » ' t+ * io * 8) 7 ve ae ee 
a 7 
; actly i 
= | a4 


+ a 8's oom “13 “nov gana 
= he “9 ’ 


ae | a Hee! ie 


DE 4 


ae A 


i <> A 


‘ 
we os tines ey = ea ’ 
- 1 : 


_ 


TABLE OF CONTENTS 


CONTINUED 
Page 
Mi ORD antes SUGArUEROGUCER Sse ia 4s teen wi ide lana ve te neon 16 
Na jone Bee leSuigars PrOoducerse 2.4 ss. Samba hewn eee 21 


Major World Sugar Importers, Exporters and Consumers 


TIMES OVERALL OPATITERN OF WORLD TRADE: 1960 to 1978. ...32 


CHAPTER III - REVIEW OF LITERATURE ON INTERNATIONAL 


SUGA RIN ADEM AD UMOURGH Wi... Suwa ck duwdwedsawwamn 36 
Int rocwct imiaes ree & oe LEN EP Pe os cc cd ee we 36 
Revirew oOfsSelected kMpteratureta ih. .40. cc we bw we ere os Sf 


REVIEWSOF THE THEORYsOF TARIFF AND) NON-TARIFF 


REED TRACES PN | TARMAC sR oes oe vw ie ee wie ee te ewes aun 44 
fects sy Ae, ee RO WORE sera cle 0G Sona, be pow iw we koe le aa 
Nongiiam tiie MeasUnese (Ge) mime ORs BBY Gai ak wae a ee 49 

AT Eel SEE SLC LICE OME RU le ns este ahd tile Wise Le jase win na ane as BZ 
DEFICTENCY. Payee Snare peri tt lernizcr nee a iene’ viecenateue s 54 
POETCPES “OF -LHE NAVOK. SUGAR) SRADER Ss -icersk. es fiava canes: 58 
Men Uri ted Statkest a UMe gece evan nim aee la Lame ea 58 


The European Economic Community and Self-Sufficiency 
AUS tpaiaw serazt) vam CUDA... a. 6. ic iaemeate rele tlannie ees 66 
MAJOR BILATERAL AND MULTILATERAL SUGAR AGREEMENTS...67 


Bislaterd mrobdar Agreements. nurs cra ran see siete 3 67 


vil 


~ e i” A S . ex Pe Ay ir wn a _ ee 5 ; td i a re 
- ¥ 7 fie : i ahs ae Need ee ks i) =. 
) - “ ue eee | r 
,) 7 7 . ¢ ® ty : . : ei «. ran a 7 q € 
: : _ 
{ Yat — F & _ 
a. =e wt, ; 5 
es * oh 7 ag oe ee nr ot ee ae f 
cage RE 18 AO a 
_ : un Cie rei =“ 
of ha steer 
; CBLIM ERG >” ct) Se eee 
7 are? an 
. Pe 2 ena 
_ - ee hes 
4 org : 
= 
i a | 66 i 
a oS bo ae 
* e , aS ‘ | : 
a Gs Pe | 
aren o1ecyhet J6BHe. 2H 
vi . a fi 
; ; ,. Soa eet¢ 7sge8 ‘Fess 7et Pr uo 
: ; my = cat 
‘a ~ i iy q Y = vd : - 
4 See » tee at” AsGuc bl fou : Teceh 


oS ae 


we 


< 
¥ f ; yy - a 2 
h bs 1 uae % oa 
4 : ORL is Jaw 3a are ta sjnkave ant ne 
| Ce; or 


wat. & = = a 
Ta.G * , hh 
K 1 ape a ’ 
LLM FAMASTH WE PAUSE 90 1vae ~ PRE oh 
- pb doe Sy nie 7) f A 


ieee be castes toe ere 2 OT RAO ME i 
oes! a4n oA 
rey ‘pavmered to wats 
47. NST SRE Can TE seman ca harks nia ni 


ps Se ec 


: an “ia bie knoe 
'¥ rhe @ ae #4 > es ‘ - “Ve a & 4 - bs , ae 4 “i ry ih ey bi ‘. ite a 4 
»-é hs » is ef tee yo 7. eye ey ee > Us vos +a Py’ t* a wee rn att ee a ' 7 x Ww \ - a 
2 ‘ , 7 € vy ; Te | 


= 
a” 
4 


, 


en ee | 


aa 
° 


r >» J \ , 
te ‘ «4 «ert > es = we ta 
7 p . at ) 7 7 
oo * ar 
ale ele ‘ae et "s %. Oe a RA 
rs : ve) a Sy 
a 7 é ot i) ae 
+ aM ase. Sascha 
. 3 jae waa i inte 1 STO’ Bia 
= om ren? a 6 . 7 . 
: 4 if bth e8 | 3 - fe =e ‘ 
oe 
Be 2 es ~ Ee) @ Rupte 
le ee Oe 


CHAPTER 


CHAPTER 


TABLE OF CONTENTS 


CONTINUED 
Page 
CEI RGIS LOO cscte Sets MX nu seth er eRe Ns Te dave g 68 
RNGAU craw lat S SUDO RIG S¢ aia ce) <r eae a a th kha Se. 68 
Wohi rateral. sugar. Agreements sii wa aie scien ss 70 
yD eee een ele bO se NO DE Like, Guess ay tan trehl amtet aeons 13 
Imeroduetion amis... titi eee. Aptis: ee re Vets c fis 
ihe Varitabiies gate Tine S Dial arse ener oe, ese ec acet al atdevees TS 
VE ULWOT Me! MR teali ear eeee.. co hametder cst SuPe bray ce Wiebe he creck ote 76 
EMDOM cat eiaie »Oraemr CMItL VicP Ist CES Us sist wigsky secs ate vic LE 
PnerU son wer teen nowy FOLhe Wa SEG. te ory) dasinepe ices ols. +e Lil 
Refmmang,ehndeo ts tin DULG Marg tik. Go jikon > scsi eet <s 78 
Pa Combe Lyi Ca lie ROCCOUL CG tirmitadt crear tc A titatis ss est sieeve, oes 79 
RESUMESmo tee OMAN Gt YS TS wer tetris cline vist Ghdewsy «vst sc ebaells 86 
Some wmovicabrions OT the Restliset vnc eran. 96 
PHIM D Cal tone O fC ues ELICLY 27. 4i8te i Sxcastatarer se fecacaten ein cv ab el 98 
Vo CONCEUSTONS SAND RECOMMENGAMIONS sce ceng eee a 100 
COMO TUS TOMSc.0 ctivecs ei ihanee sheet omer ae ee ae ee Opa aes u eRe ts 100 
REGONMMe ela COR S cc: Ai i dosal uy of eames ce eer tam trae ahaa te tton Pear ee 104 


Vili 


» &'s- 2 9 £8 & 


a a oe ee 


A Pye ney. Anite Degen eral hed Oe 


ae hae 
= hy. 
iS rr 
ei 
i ‘ we 
. Sat ; 
a Jaen t 
Bi vis FAQS: 
F 
pt SS 
S 
ie 
i F 
\ . --* 
iv) 
oie 
¥ ¢ Tse 
9 é iis ar 
Ft, = 
_ 7 & ou 
whe + ~ 
beans: A 7 Y di s . 
139 Aor POR A 
7 © may, 
a - ~) wat 
s Ng » « b brine 4 Bnd oe bee bp hs a 


iat aba ett sore 6 ware fas): sett f 


. 
* 


©; oo - 7 — 
“2 ae ee he Pe i x fm?) "We arr 
_ ie 
= @ mae , acum t 
oF4= vy) iss. TeGens Bre. TAGE | 
x t , ' 4 1 Wires 
! “ LO ie Mlk oi ame a Pie a 
rad Sool wet ..aokat:,@, ; idl : | 
N 4 ‘ ; 


. ~~. 
NeHAy ‘ge . 


TABLE OF CONTENTS 


CONTINUED 


Hea CNGut Omen P eotast ekebe end se Sse eaiycksem et REI eRe Oe. ele cud © » 107 


APPENDIX Ai - OTHER MAJOR INTERNATIONAL COMMODITY AGREEMENTS 


ihe international Coffee Agreement . 3. iss wees 116 
The International Grains Agreement............... 116 


ECONOMIC IMPLICATIONS OF COMMODITY AGREEMENTS....120 


POPENDI Bi CALCULATION GE WEIGHTED AVERAGE PRICES... 288 124 


alte 


u Tt ae, - pa os por =A ae 7 : ao TF oe id ri a 
“ 7 rs : ete, rp Fase eee iy e? iy ese 
aa + ; oc" 7 “s i, es, 7 ® . 7 
= 7 = ' i: a ra r : » sett 
a 7 i im 
by," » 
“ ; i ( 
fi a a) - ry 
ma a" ; 
= z . +m 
, " aren 
e , Scat Pate ae Pr Bae | ae a — 
t . 
iw 13 PP Rae ‘ ” _ pel v7 * 
= Yr iy 
= A r : f 
Seung i: 
— b , ei , K: Ys / 
; el 
= 
La eet 
ft: ; wv Fa 
=F. A 
2 tin ee - 
* 5) ey / be 7 
KS i j 
ay > res i ® 
as rye - f i. 2. A rm i 
ay M J — 5 r 
j : Ev a he os ee oer ee tity perauiy eae snags one) ot 
; : % Bd | v ms 
r we iM 
‘ 7 ’ a 
72s Bad Gt | “y: 
: “S, s 


mer ' ee \ Ds 


v7 somos ner aaa eal aD td = = ti x0 


? 
= 
we 
- 
ot 
BY <a) 
i> 
~~ 
ind 
a 
Le 
B 
a 
A 
a 
ea 
- 
s ' 
i» 
~ 
A 


hf scan cebeuwc cue « Shtgmee tid > arrtigat Pang yrtat acy tel ont 
\ : iy 7 
: pee pn ; 7 ’ 
3 er’. .” TH Shs IH A “J TIUyg = Nj ae e ‘at Gz f ia age toma 
= a; ® - 7 7 : # 7 
: ay 
| . votes 3 fee 
>, i j _" = 
‘ c cM 7 7 ey ; a i Me is ie 
—= i ts i. ie fan, ize ; - . “ 
n - “~ ‘ ' ' Y te! 90 ‘« , ay ‘ ~ ¥ ea re F - sf rs 
EST nee OIG TT be oe By i 384 
if 7. is . ee Oe nos iM Py vi 


Tee) 
4.4 


4.5 


LIST OF TABLES 


Page 
Cane Sugar Production of Major Producers 1960 to 1978.....17 
Beet Sugar Production of Major Producers 1960 to 1978.....22 


Gross Sugar Imports By Major Importers 1960 to 1978.......25 
Susan Exports By Majon Exporters 1960 to 1976.2 seco vies 002 
Annual Per Capita Consumption of Major Consumers 1960 to 
DUG eters sig etatel ctcta iid reels pee avarice oho tees aie lel(cf ais) oS) a presets wievsaisle sO 
Annual Total Consumption of Major Consumers 1960 to 1978. .29 
Home Produced Raw Sugar 1959: Estimated Average Price.....86& 
Home Produced Raw Sugar 1974 and 1978: Estimated Average 
MFC Oct, tara talere lela 'e eels alate Cie aenicigee re a wie Pisce siavelate plete atsiaue« Pe RC, 
Calculation of Increased Consumption of Sugar with the 
Removal of Protection and Revenue Duties -— 1959......... WZ 
Calculation of Increased Consumption of Sugar with the 
Removal of Protection and Revenue Duties — 1974........ 393 
Calculation of Increased Consumption of Sugar with the 


Removal of Protection and Revenue Duties - 1978........ oD 


Xi 


Brand 


* ’ 
+S 
iv, 
a8 
| 
H 
% coer 
\ 
® 
i 
i 
; 
= 


fai 


er ke: = pant. ae wn saul ‘og pe 


mn , ot fon 2) yor at? } ‘J yeaa bi tet ‘vagey hai r 


Pt pies om Rigen? he rae 23 De nad fete sy 


eR) a Ge gah ; Sake pinto sn hoe 


: me LISS | hae bane eh ie 


t= eos hia Het ihe he Sp 


is ans Le 
if Rs 
ran 
1 b ac 
t Oy) y 7 
i 
i / 
4 
Ad 
Tt 
HAS 
Ble > 
yy 
vee Bi ¥ 
) 
: 
Pay : 


ay : Us y yi 


haey “sea ‘ota a oe vm - 
real ate sata ant i 


Pe 


ae an oe | saat A aw oe ‘ 7 0 


Da a : vue’ 7 = Sih 6 dda ns Maes a ew 


' ; 1 Ce 
foi j , 


- 
? 7 i ‘ oy ore * AL a 5 vy ° 
er Pee cat aes) EE aa bie botgthont sel 

net ihe oe 


Prim tat 


a Dice at 9 } ee el? 9 Rae Es ay ait jeans 
‘ My Mi : ; r : é J " ‘x an Bio. 


err os Ba bgt shale esi 


Re = ; 


the ee, ent ba intl Fa i eo ani 
: Ly ay Gh orn i wah 


eos 


Th. 7 
" me 


a, . tite sae 


Thea Re EE rtd kod 4 ee re sees fc asain 
: : 7 Ae a ‘iS 


Het iy 


LISTOOR FIGURES 


Figures Page 
Ceivenajor Canevand Beet Slidar-Producing AVeas «24 «swe ce cle « 00010 6'e 1 
enor di sugar Produeerons’Consumptron, and St0eks. >. 22... 60. +: 15 
ees wnverage Annual Sugar Prices at Specified Markets....\......... 34 
3.1 Partial Equilibrium Analysis of the Effects of a Tariff 
ROWaranireL MOG Li1Ge COUNELY stores Gx atscete kee ee atetire sae eeelereta aise te citece's § 46 
3.2 Partial Equilibrium Analysis of the Effects of a Quota 
POMPEU MLN ON CLG RO OUN LIV aha. tha, cugraitedctaie. sa) caiicte'ie dune Uctracs ecole alah 51 
G-c. fhe Effects Of a Variable Levy to ian Importing Country... .)-. 53 
3.4 The Effects of a Deficiency Payment in the Domestic Market...55 
3.5 The Effects of a Deficiency Payment in both the World 
MarkGtreh deciorbomes Ul CaMarke Uavasars cto alste tse cherare pie sais: at's se eres O7 
3.6 The European Economic Community Sugar Price Determination 
BSG ETI SUM gare emp tate haere utate esos. Nols Curate] Mayaer jatar ese, coaxs eaters hale -al ark 64 
3.7 The International Sugar Agreement Price Stabilization 
MMECHANISM a... sever Pe NN re eset al baie Ge Slashed o's) aati dcokes 6c i4is Slo a ieueee 72 


by . 
~ 
ass pa Re 
Widvel « 
L 
> P yn Fe ee SL tia ‘ai NR: wa era - me pans ; 
<) acer? is tas: detis® } a ort9 ty, Phyto “oe 
RE ae es ae 
43 y 4 sae ' % 7 f . aa We g a t r 
WEA RAR ratola Phas % ‘ i a ; 
+ Bae J Aa ie EE) abd atiad 4 
4 ; . ; Mi y 7 | > a ted ; | on 
ae) “penton tet ahah % pa $860" ‘ann ean seanioss 
A% ohne anne clay! ee 6 4 ale ON a ee cars ee ae Ciinne en tae wee’ ’ vale et 
i t ia Fi b j : Nomad of 7 0 
Sete, » ee eee oot iF 


a oe 


> ¥ 16.4% 4 a - +. - a ae +@ ae own ie * 64 . ‘re a wie 


Mt ; oi i _ 


CHAPTER 1 
INTRODUCTION 


Statement of the Problem 


Historically, the agriculture sector in most economies 
has been confronted with a host of economic problems. Two 
long standing features of the agriculture of developing 
countries have been the relatively low levels of incomes 
obtained by farmers in the long run, and the instability in 
prices which prevails in the short run. Simultaneously, low 
prices have given rise to low incomes. 

The level of agricultural commodity prices is 
determined by the short run supply of, and demand for 
agricultural commodities. The supply and demand functions 
for sugar have traditionally been inelastic. This 
inelasticity developed as a result of the immobility of 
agriculture inputs on the one hand, and nature of consumers’ 
tastes and preferences on the other. In such a situation, 
relatively small shifts in the supply of, or demand for 
agriculture commodities can cause relatively large 
oscillations in prices resulting in substantial price and 


income 
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instability. 1: 

A long run solution to the traditional problem of low 
agricultural incomes in developing countries would be to 
encourage movement of agricultural labour to higher income 
sectors of the economy. However, an underlying difficulty 
with this approach is that agricultural labour is not 
perfectly mobile. It does not respond adequately to the 
inducements of higher income sectors of the economy. 2 

Consequently, in attempting to solve the problem of low 
incomes in agriculture, price and income stabilization 
schemes have been devised. The technique of supply 
management in agriculture is one such scheme. It attempts to 
control production and marketing of the commodity by 
regulating the quantity supplied to consumers. 

This type of intervention in the production and 
marketing of agricultural commodities for the purpose of 
stabilizing prices and incomes often also results in the 
regulation of international trade. Price maintenance 
attempts will be hampered if the domestic market is exposed 
to the fluctuations of international supply and demand. 

Another technique commonly used in price and income 
support schemes is that of export subsidization for 
stimulating demand. This type of intervention also results 


’ R.M. French-Davis, "Export Quotas a eeapediial ee ee 
Efficiency Under Market Instability", American Journal of 
Agriicultumal Economics feVol. 50, °No.:3, (August 1968). 

2 G.E. Brandow, "Policy for Commercial Agriculture, 
1945 a7 1 oPinevo!l Pat ack Survey ‘ofisAgricu htural economic 
Literature; ed: LeR: Martin, 3: Vols.; Untversity of 
Minnesota Press, (Minneapolis: 1977), p. 215. 
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in trade distortions. Whether there is open limitation of 
imports or subsidization of exports, competition in the 
domestic market will be affected by government policies 
devised to stabilize domestic prices and producers’ incomes. 

Sugar is one of the oldest and most widely traded 
agricultural commodities in the international market. More 
than half the total world trade in sugar is governed by 
special market arrangements which major consuming nations 
have with their respective suppliers. As a result of this, 
the free market is a residual market where the quantity of 
sugar entering this market is a relatively small portion of 
the total world trade in sugar.' The special arrangements 
which nations obtain in international sugar trade have a 
decisive influence on not only the direction of world trade, 
but also on the pattern of world sugar production. 2 

These special arrangements may have different stated 
objectives. However, there is an underlying common theme: 
they all seek to encourage self sufficency and both higher 
and stable prices in the long run thereby ensuring a more 
desirable level of income for sugar producers. In attempting 
to achieve long run price stability, imports have been 
directly limited either by quotas, tariffs, and variable 
levies or indirectly by subsidizing domestic sugar 
production. Variable levies and quotas may be effective in 


1 R.H. Snape, "Some Effects of Protection in the World Sugar 
Industry", Economica, Vol. 30, (February 1963) 

2-DaC. Horton; "“Policy»Directions for the United States 
econ. ie ram." American Journal of Agricultural Economics, 
Vol. 11970). 
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achieving short run price stability. However, they lead to 
higher prices for consumers. Furthermore, these policies 
distort international trade. ' 

Sugar is one of the most protected agricultural 
commodities in international trade. The protection in most 
cases has been concentrated in developed countries who have 
a comparative disadvantage in the production of sugar.? The 
structure of sugar protection on raw and refined sugar in 
many developed countries effectively deters those developing 
countries who have a comparative advantage in sugar 


production from the refining process. 3 
The Objectives of the Study 


The purpose of this study is to evaluate some of the 
major impacts of protectionism in the international trade in 
sugar during 1959, 1974, and 1978. The policies of some 
major sugar consuming and producing nations have been 
identified and evaluated. In evaluating these policies, 
estimates of some of the major impacts of these policies on 


world sugar consumption and production patterns were made. 


1 G. Gemmill, "An Equilibrum Analysis of US Sugar Policy”, 
American Journal of Agricultural Economics, Vol. 59, No. 4, 
(November 1977). 

2 H.G. Johnson, "Sugar Protection and the Export Earnings of 
Less Developed Countries: Variations on a Theme by R.H. 
Snape", Economica, Vol. 33, (February 1966). 
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The Hypotheses 


The hypotheses tested are that: 


Sugar production in and export from major exporting 
nations is reduced by protective policies in major 
importing nations. 

Sugar consumption in major importing nations would 
increase in the absence of protection of their local 
sugar industry. 

The level of world trade in sugar that could be expected 
in the absence of protection would exceed the levels 


applying under protection. 
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The Methodo logy 


The methodology which is used in this analysis was 
adopted from an earlier study done by Snape. 'This 
methodology is more fully outlined in Chapter IV. In testing 
the above hypotheses price and consumption effects of 
protectionism were estimated. In obtaining a general 
indication of the “production effects" in protecting 
countries, estimates of the extent to which sugar prices 
were increased in selected major sugar protecting and 
consuming nations were made for 1959, 1974, and 1978. 

In estimating the “consumption effects" of 
international] Aska protection, estimates of the additional 
sugar consumption which would have occurred in major 
importing countries in the absence of any protection in 
international sugar trade were made. These estimates were 
then compared with the actual consumption which occurred in 
1959, 1974, and 1978. 

To estimate the consumption effects, “import and export 
parity prices" were calculated based on data on production 
costs in the sugar exporting countries, together with an 
estimated price elasticity of demand to determine the 
additional quantity of sugar which would have been consumed 
in the absence of any protection in the international trade 
in sugar. These "parity prices" were then compared with the 


price paid by consumers in the protected countries in 1959, 
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1974, and 1978, and estimates of the world price which they 
would have paid in the absence of any protection in the 


worid sugar economy for the years specified. 


The Contents of the Other Chapters 


In Chapter II a short discourse on the historical 
development of protective barriers in world sugar trade is 
given. Trends in sugar production of the major sugar 
producers, and exporters for the period 1960 to 1978 are 
presented. Also the trends in international sugar trade for 
the specified years are observed and discussed. 

In Chapter III, a review of literature assessing the 
effects of trade specifically with trade policies on the 
international sugar market is undertaken. A discussion of 
the trade policies of major consuming, importing, producing, 
and exporting countries follows. Also, an analysis of the 
major bilateral and multilateral trade arrangements in 
international sugar trade is presented. Comparisons are then 
made between these arrangements and those for other major 
internationally traded agriculture commodities. 

Chapter IV deals with the analytical framework used in 
the study. It contains a discussion of the model which is 
used in the study and outlines the available data and their 
manipulations. The results of the analysis are presented. 

Chapter V concludes the study by discussing the results 


obtained. Some of the major policy implications and 
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limitations of the analysis are discussed and 
recommendations are presented. Suggestions are made for the 


development of trade policy instruments in international 


trade in sugar. 
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CHAPTER II 
SUGAR AS AN INTERNATIONALLY TRADED AGRICULTURAL COMMODITY 


The Origins of Sugar 


The origins and the development of the sugar cane, 
Saccharum Officinarum L, from which sugar is manufactured 
have been as controversial and varied as have the many 
agreements which affect its present trading patterns. The 
debate as to exactly where, when, and how the sugar cane 
originated has been extensive. 

Deerr'! contends that the sugar cane is indigenous to 
the South Pacific through a highly specialized symbiotic 
relationship between a plant, the sugar cane; a pest, the 
beetle borer; and a parasite, the tachinid fly. Chaturvedi? 
asserts that India is the home of the sugar cane, basing his 
assertions on recorded ancient Hindu mythology. Initally, a 
crude form of sugar -- molasses-- was made through crushing 
the cane and boiling the recovered juices. This commodity 
was considered to be a highly superior good, primarily 
because of its valuable medicinal properties and high cost 
in acquiring it. Although there may be disagreement about 
the origins of the sugar cane it is generally agreed that 


1 N.A. Deerr, A History of Sugar, (2 Vols.; London: Chapman 
ancabladhbyt 1948 usr 2 oip t 13. 

2 H.S. Chaturvedi, "The Sugar Industry of India", The Sugar 
Journal paVol., o%l1 bi ¢lLondon:'91951). 
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the sugar cane is best grown in tropical and sub-tropical 


regions as is shown in Figure 2.1. 


The Development of Protective Barriers in the Trading of 


Sugar 


Aside from precious metals, sugar was the first 
commodity to be shipped commercially to European countries 
from their colonies in the new world.!' Disputes among 
European nations for control of the sugar lands and seas 
around the colonies became prevalent. 

From the earliest days of colonial expansion, the 
mother countries regarded trade with their colonies as 
exclusive to themselves. As a result, a system of restricted 
trade among the colonialists gradually evolved. France 
implemented a code in 1627 known as the Pacte Colontalk This 
law forbade all French traders to ship or to procure any 
product of the colonies including sugar without the 
authority of the state. ? 

The original English Navigation Act which was passed in 
1650 and revised in 1651 demanded that all goods from Asia, 
Africa and America be shipped only in English, Irish, or 
colonial vessels. The Commonwealth Act of 1651 specified 
that certain commodities including sugar were only to be 


shipped to England or colonial ports. The Staple Act of 1663 


1 R.A. Ballinger, A History of Sugar Marketing, U.S. 
Department of Agriculture, Economic Research Service, Report 
No. 197, (Washington: 1971). 

2 N.A. Deerr, op. cit, p. 408. 
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prohibited all goods from being shipped to the colonies 
except through England where they were to be unloaded, 
duties paid and then reshipped. The Piantation Act of 1673 
demanded that all goods shipped from one colony to another 
pay the same duties that would have been paid on entry to 
England. There was also the Molasses Act of 1733, which 
imposed duties on all foreign sugar, rum, and molasses which 
entered into British colonies. '! 

The beet sugar industry in Europe grew largely as a 
result of sugar shortages which existed at the time of the 
Napoleonic war.? However, Germany’s beet sugar industry 
developed slightly differently. In 1885 a fixed tax was 
levied on beet sugar production and a refund was allowed on 
exported sugar. The tax was levied based on a specific 
percentage of a required production yield. The refund was 
made on exported sugar which had production yields greater 
than the stipulated amount.? This impost was an incentive to 
producers and manufacturers to increase beet sugar 
production. In a similar manner Austria, Belgium, Holland, 
and Russia also encouraged the production of beet sugar. 

In 1822, a movement began in England to remove sugar 
trade restrictions. In that year two acts were passed: The 
West Indian and American Trade Bill and the Colonial Trade 


Act. The first permitted the importation of products from 


Economy, Structure, and Policies - The World Picture, 


International Sugar Bulletin, Vol. 2, (New York: 1963). 
So NesAewDeerreuop.) Cit--pp. 502-503. 
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foreign countries into specified ports only in British ships 
or those of the country of origin on payment of a 10% 
ad-valorem tax. The second act reinstated the Molasses Act 
which had been suspended in 1792. It allowed imports of any 
produce of colonies into Europe and Africa in British 
ships. ! 

In 1901 at the Brussels’ Convention an agreement was 
reached to terminate all direct and indirect bounties in 
international trade of sugar. The bounty had been a refund 
or "drawback" on duties paid on imported raw sugar by 
domestic refiners. This refund was calculated based on the 
yield manufacturers obtained in converting raw sugar to 
refined sugar. Manufacturers obtaining yields above and 
beyond the required level were rewarded through deductions 
on import duties.2 In 1907 when the Brussel’s Convention 
came up for renewal the manufacturers of sugar products such 
as confectionary, jams, and jellies were dissatisfied with 
the effects of the agreement on their trade and opposed its 
continuation. Under the bounty system, manufacturers had 
obtained lower priced sugar because refiners were able to 
sell sugar at the domestic price minus the refunds on import 
duties. With the removal of the bounties, refined sugar 
prices were increased by the level of the additional import 
duties. While the bounty system differed in detail from 
country to country, the basic principle involved was 


identical. The objective was to stimulate beet sugar 
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production by making special payments to domestic sugar 


producers and refiners. ! 


World Production, Consumption and Stocks 


During 1960 to 1978 there has been a steady increase in 
wor Id centrifugal? sugar production. Total world centrifugal 
sugar production was 51.5 million metric tons in 1960. Of 
this amount, cane and beet sugar accounted for an 
approximate share of 56.6% and 43.4% respectively. In 1978 
world centrifugal sugar output was approximately 90 million 
metric tons. Beet sugar production represented 38.8% of 
total centrifugal sugar output while cane sugar production 
accounted for 61.2%. These trends are shown in Figure 2.2. 
Generally, world cane sugar production has increased during 
the period 1960 to 1978 even though there has been some 
fluctuations. Cane sugar production has increased its share 
of world sugar supply by approximately 4.6% since 1960. Beet 
sugar production has tended to increase less rapidly since 


“ibid... ips 504. 

2 Non-centrifugal sugar includes those sugars which are not 
produced by the extraction of the solid forms or objects 
from boiled sugar juices. Not included are gur, jaggery, 
muscovado, papelon, and panela. 
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WORLD SUGAR PRODUCTION, CONSUMPTION AND STOCKS (RAW SUGAR) 
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1960 and its total share of the world centrifugal sugar 
supply has declined by approximately 4.6%. 

Between 1960 and 1978, total world centrifuga! sugar 
consumption gradually increased from 51.1 million metric 
tons in 1960 to 90 million metric tons in 1978 -- an average 
annual increase of approximately 5.5%. Between 1963 and 1969 
there was an increase in world sugar stocks. From 1970 to 
1974 this pattern changed somewhat when sugar stocks were 
decreased. From 1974 to 1978 world sugar stocks have been 
increasing steadily. World sugar consumption between 1960 
and 1978 reflected not only increasing world population 
growth, but also rising per capita incomes in some 
developing countries who traditionally had been consuming 


sugar at a low level.' 
Major Cane Sugar Producers 


The largest cane sugar producer over the last twenty 
years has been Cuba. Cuba's sugar production, however, has 
been relatively unstable from year to year as is shown in 
Table 2.1. For example, Cuban sugar production declined from 
approximately 6.8 million metric tons in 1961 to 5.8 million 
metric tons ini 1962 to:4.2 million metric tons in 1963. By 
1970 it had increased to 9.4 million metric tons but 


declined again in 1972 to 4.8 million metric tons. 


1 U.N., Food and Agricultural Organization, FAQ Commodity 
Review and Outlook: 1977-79, (Rome: 1978), p. 20. 
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Weather is a significant factor in the production and 
supply of sugar. Cuba’s sugar production has been affected 
over the years by changing weather conditions. Other major 
factors which have also affected Cuban sugar production 
during the last twenty years were: the embargo placed on 
Cuban sugar exported to the United States; the shortage of 
skilled labour for cane cultivation and harvesting; a 
deterioration of equipment; together with attempts at 
diversification of cane acreage to other crops.! 

Another large producer of cane sugar is Brazil. Brazil 
has been rapidly increasing its output and has been the 
largest national producer of cane sugar for the last three 
years. An exception is 1976, when there was a noticeable 
decrease in sugar production from 7.4 million metric tons in 
1975 to 6.2 million metric tons in the following year. 
Unfavourable weather conditions during 1976 were the major 
reasons cited for this decline.? Presently, the Brazilian 
government is involved in a program which includes 
incentives for producers to expand sugar production. The 
objective of this program is to obtain 20% of national 


energy requirements from alcohol in 


' The Commonwealth Secretariat, Plantation Crops - A Review, 
(Londons 1923) een ...t28' 

2 U.N., Food and Agriculture Organization, FAQ Commodity 
Review and Outlook: 1977-79, (Rome: 1978), p.19-22. 
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The third major producer of cane sugar is India. 
India’s sugar production has also tended to be relatively 
unstable. This can be partly explained by periodically 
unfavourable weather conditions. The major source of this 
instability is the non-centrifugal sector of the industry 
which produces gur (jaggery), and khandsari. This sector 
accounts for about two-thirds of the cane crushed. It has 
been alleged that government policies of controlling the 
price paid by centrifugal units (i.e. by factories) and not 
those prices paid by the gur and kKhandsari units has had 
destabilizing effects on the centrifugal sugar portion of 
the industry.* As a result, farmers have tended to supply 
their cane to the non-centrifugal units rather than to the 
factories. As an example of this instability, when in 
1967/68 the government partially de-controlled the market 
temporarily, centrifugal sugar factories were able to offer 
higher prices and bid more successfully for cane supplies. 
Cane sugar production increased from approximately 3 million 
metric tons in 1967 and 1968 to 4.6 and 5.5 million metric 


tons in 


U.S., Department of Agriculture, Foreign Agriculture 
ircular, FS-3-78, (Washington: December 1978). 

The Globe and Mail, June 16, 1979, 

The Wall Street Journal, December 7, 1976. 

The Commonwealth Secretariat, Plantation Crops - A Review, 
bona: ) 1973 ops ike 
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1969 and 1970 respectively. ' 

Australia is another major cane sugar producer. 
Generally, Australia’s sugar production has increased 
steadily although the industry has experienced some 
Fluctuations. Most of the instability has been attributable 
to periodic unfavourable weather conditions which have been 
reflected in small yields and low sucrose content. 2 

In reviewing the Australian sugar industry it is 
important to point out that increases in Sugar production 
were a significant factor in the industry's rapid 
development. The increased productivity of the industry is 
attributable in part to major technological advances. The 
ensuing increase in output enabled the industry to absorb 
increases in production costs especially wages. 3 

The importance of the Philippines as a major 
international cane sugar producer is in its role as an 
alternative supplier to the United States market replacing 
Cuban sugar. In 1960, sugar production was 1.3 million 
metric tons. By 1978, cane sugar production had increased to 
2.3 million metric tons. Over the period from 1960 to 1978 
there was 5.2% average annual increase in production. This 
increase in production can be attributed to expansion 
programs whose objectives were to satisfy the additional 
demand of the United States sugar market as a result of the 


embargo imposed on Cuban sugar 
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supplies. ! 
Major Beet Sugar Producers 


As is shown in Table 2.2, the world’s largest beet 
Sugar producer is the USSR. In 1960, USSR beet sugar 
production was approximately 6 million metric tons. In 1978, 
production had increased to 8.8 million metric tons. 
Fluctuations in USSR beet sugar production have been 
frequent during the period from 1960 to 1978. These 
variations have been mainly due to periodic unfavourable 
weather conditions throughout Europe especially in 1971 and 
1972. 2During 1974 to 1976 USSR sugar production was affected 
by transportation and post harvest difficulties. 3 

Beet sugar production in the United States showed an 
increasing trend between 1960 and 1978 despite weather 
induced fluctuations. The government’s sugar policy of 
ensuring "favourable prices" for domestic sugar producers 


has also affected sugar production 


VOTO ao Teor 

SU Se pedatitment of Agriculture, Report on World Sugar 
Supply and Demand 1980 and 1985, Foreign Agriculture 
Service, (Washington: November 1977), pp. 203-205. 

3 U.S., Department of Agriculture, Foreign Agriculture 
Circular, FS1-79, (Washington: May 1979), p. 4. 
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through production quotas. ! 

The European Economic Community (EEC) is another major 
beet sugar producer. There are difficulties, however, in 
analysing the beet sugar production of the EEC as one unit. 
For example, the United Kingdom, a major producer within the 
community, was not a member of the EEC from 1960 to 1972. As 
a result, data obtained for the aggregate EEC beet sugar 
production during that period does not include the United 
Kingdom. In overcoming this difficulty, trends in production 
data of the major beet sugar producing members within the 
EEC were analyzed individually. 

France is the largest beet sugar producer in the 
community. Although beet sugar production in France 
increased steadily between 1961 and 1978, there have been 
fluctuations in production levels from year to year. These 
fluctuations, especially those within the last ten years 
(1968 to 1978), have been mainly attributed to the policies 
of the French government and also by that country’s 
aftfigdsdations tod ther EEG. 2 

West Germany is another major beet sugar producer in 
the EEC. From 1960 to 1970, beet sugar production increased 
marginally from 1.3 million metric tons to 2 million metric 
tons. Between 1970 and 1978, production increased further to 


3 million metric tons. West Germany’s beet sugar industry 


She bonalieet ol. ine Ssudar Industry s structure? (Priein 
and Performance, U.S. Department of Agriculture, Agriculture 
Economic Report, No. 363, (Washington: March 1977), p. 31. 

2 U.S., Department of Agriculture, Report on World Sugar 
Supply and Demand 1980 and 1985, Foreign Agriculture 
Service, (Washington: November 1977), pp. 24-25. 
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has also experienced some instability due to changing 
weather conditions which affected yields and the sucrose 
content of beet roots. Added to this are the influences of 
the sugar policies of the EEC. These policies are designed 
to affect sugar production and price levels among member 
states so as to ensure "favourable prices" for sugar 


producers and secure supplies within the community. ! 
Major World Sugar Importers, Exporters and Consumers 


The United States has been a major importer of 
centrifugal sugar from 1960 to 1978 as is shown in Table 
Ons. 1HSAS60; total world exports of centrifugal sugar were 
17 million metric tons. The United States imported 
approximately 4.7 million metric tons of that total. In 
1978, total world exports of centrifugal sugar were about 31 
million metric tons. Imports into the United States remained 
relatively stable and at approximately 4 million metric tons 
represented 12.9% of world trade. Except in 1965 and 1978 
when imports decreased approximately 11.6% and 30.7% from 
1964 and 1977 respectively, the United States’ imports of 
centrifugal sugar have been relatively stable, fluctuating 
slightly around the annual average level of approximately 4 
million metric tons. 

Most of the United States’ imports prior to 1960 came 


from Cuba, traditionally the world’s largest exporter of 
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centrifugal sugar. Table 2.4 demonstrates market shares of 
the major sugar exporters. World sugar production increased 
from 1960 to 1978 but world sugar exports have not 
maintained the same rate of increase over the same period. 
The United States is also a major consumer of 
centrifugal sugar as is demonstrated in Tables 2.5 and 2.6. 
In 1960, total consumption of sugar in the United States was 
8.6 million metric tons or 17.9% of total world sugar 
consumption of 47.8 million metric tons. The average per 
capita consumption of sugar in the United States in 1960 was 
94.3 Ibs. In the same year, the average world per capita 
consumption level was approximately 35.2 lbs. In 1978, total 
wor ld consumption was 87.9 million metric tons. World 
average per capita consumption was 45.6 lbs. Average per 
capita consumption in the United States for 1978 was 96.1 
Ibs. Total consumption in the United States was 9.9 million 
metric tons or 11.2% of total world consumption for 1978. 
Except in 1975 when average per capita consumption decreased 
marginally to 90.2 Ibs (from 96.6 Ibs in 1974), average per 
capita consumption in the United States increased steadily 
over the period from 1960 to 1978. Total consumption of 
sugar in the United States has also increased steadily 
except for 1975 when total consumption decreased marginal ly 
from 10.8 million metric tons to 9.1 million metric tons. 
The apparent stability which the United States’ sugar 
imports and consumption have exhibited over the last twenty 


years can be attributed in part to the policies of the 
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United States’ government under the United States sugar Act: 
An analysis of the United States’ sugar policies and those 
of other major sugar traders is undertaken in Chapter III. 

The next major importer of centrifugal sugar is the 
USSR. Imports of centrifugal sugar by the USSR increased 
from approximately 2 million metric tons in 1960 to about 5 
million metric tons in 1978. It should be noted that these 
are gross import quotations which must be interpreted 
cautiously, since they do not take into account re-exports 
to member countries of the COMECON group. It is difficult to 
interpret the USSR’s role as a net importer in the 
international sugar market. There are enormous difficulties 
associated with obtaining adequate data. As a result, 
estimates are often made of stocks and quantities of sugar 
exported. These estimates can be misleading at times. 

A most noticeable feature of the USSR importation of 
sugar between 1960 and i978 is the major fluctuations which 
have occurred. Table 2.3 demonstrates these variations. 
Between 1960 and 1978, imports have fluctuated between 1.9 
million metric tons in 1960 and 4.8 million metric tons in 
1978. As a major importer and consumer of sugar, the role of 
the USSR in the international trade in sugar has steadily 
increased. In 1960, average per capita sugar consumption was 
approximately 80.3 lbs; by 1978 average per capita 
consumption had increased to 103.2 Ibs. In 1960, total 
consumption of sugar in the USSR was 6.2 million metric 


tons. This represented 12.9% of the total world consumption 
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of centrifugal sugar. In 1978, total sugar consumption level 
in the USSR was 12.2 million metric tons or 13.8% of total 
wor id consumption. 

Another major importer of centrifugal sugar is the 
United Kingdom. In 1960, imports of sugar by the United 
Kingdom were 2.5 million metric tons. In 1978, imports 
decreased to 1.8 million metric tons. With the exception of 
1977 and 1978 when reported figures were 1.8 million metric 
tons, importation of centrifugal sugar by the United Kingdom 
has tended to be close to the annual average level of 2.3 
million metric tons from 1960 to 1978. Traditionally, the 
United Kingdom was the major importer of centrifugal sugar 
under the now defunct Commonwealth Sugar Agreement (CSA). 
Since joining the EEC, this policy has been replaced by the 
sugar policy of the EEC. 

Consumption levels of centrifugal sugar in the United 
Kingdom have also been relatively stable from 1960 to 1978 
as is shown in Table 2.6. In 1960, total consumption of 
sugar in the United Kingdom was 2.8 million metric tons. 
This represented 5.8% of the total world sugar consumption. 
In 1978, the total consumption of centrifugal sugar in the 
United Kingdom was 2.6 million metric tons. The average 
annual consumption level of centrifugal sugar in the United 
Kingdom has been around 2.8 million metric tons. This 
stability was due in part to the special arrangements of the 
Commonwealth Sugar Agreement between the United Kingdom and 


Commonwealth sugar suppliers in which a fixed quantity of 
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Sugar was supplied annually at a negotiated price. 

One of the facets of the role of the United Kingdom as 
a@ sugar exporter is in its export trade in sugar by-products 
such as confectionary, canned fruits, jams, and jellies. 
There is little relevant data on these transactions. The 
quantity of sugar used for nonfood or commercial usages is 
not precisely recorded. Prior to joining the EEC, the United 
Kingdom was (under the Commonwealth Sugar Agreement) a net 
exporter of sugar to such countries as Nigeria, Norway, the 
Netherlands, Switzerland, Tunisia, West Germany and Iraq. 
However, since its association with the EEC, the United 


Kingdom’ s role as an exporter has declined significantly. ' 


THE OVERALL PATTERN OF WORLD TRADE: 1960 to 1978 
One of the dominant features of international trade in 
Sugar between 1960 and i978 was the embargo placed on Cuba’s 
exports to the United States. As a result, the USSR emerged 


OO 


as the major importer of Cuban sugar. For example, in 195 
and 1959 prior to the embargo, approximately 60% of Cuban 


Sugar exports went to the United 


' I. Smith, The European Community and the World sugar ¥ 
Crisis, Trade and Policy Research Centre, Staff Paper No.7, 
(London: November 1974). 
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States.’ In 1960, total Cuban sugar exports were 5.5 million 
metric tons; of this amount 1.9 million metric tons were 
exported to the United States, a decrease of approximateiy 
25% from the 1958 level. No exports were made to the United 
states in 1978. In contrast, 1.5 million metric tons of 
Sugar were exported from Cuba to the USSR in 1960 as were 4 
million metric tons in 1978. 

As is noted in Table 2.4, total world centrifugal sugar 
exports in 1960 were 17 million metric tons. In 1978, world 
total centrifugal sugar exports increased to 24 million 
metric tons. During the period from 1960 to 1970 most of the 
expansion in the world sugar trade was accounted for by the 
increased trade in sugar by the USSR. During the period from 
1970 to 1978, most of the increased expansion in trade has 
been due to increased demand attributed to the increase in 
world population together with increased per capita incomes 
in some developing countries. 2 

One of the most striking characteristic of the 
international sugar market during the period from 1960 to 
1978 was the course of world sugar prices. Figure 2.3 shows 
these price movements. In 1960, the price of sugar in the 
world market was 3.1 cents per pound. By 1978, the price of 
sugar in the world market had increased to 7.8 cents per 
pound. The most dramatic increase in world sugar prices took 
place between 1972 and 1974 when the world price of sugar 


' The Commonwealth Secretariat, Plantation Crops - A Review, 
(London, 1964), p. 60. 
Reon se tind: oO scout. <p. 3 l-. 
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FIGURE 2.3 


AVERAGE ANNUAL SUGAR PRICES AT SPECIFIED MARKETS 
(RAW VALUE) 
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DATA SOURCE: (o) U.S. Department of Agriculture, Agriculture 
| Statistics, (Washington), Various Issues. | 
(Q) International Sugar Organization, Statistical 
Bulletin, (Rome), Various pa : 
(+) U.S. Department of Agriculture, sugar an 
Sweetener Reports, Vol. 4, Nos..5, 6, (May ; 


Semptember 1979). 
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increased from 10.9 cents per pound in 1972 to 31 cents a 
pound in 1974. 

A major underlying cause of this price instability is 
considered to be the changing sugar supply situation and its 
reflection in the volume of available supplies on the 
residual free market.' The world free market is considered 
to be a residual market because of the relatively smaller 
quantity of sugar which is traded in that market in relation 
to the overall level of world trade. Less than half of all 
the sugar traded in the international trade in sugar is 
traded in the world market.? The majority of trade in sugar 
is governed under special arrangements which major consuming 
nations have with their suppliers. Over most time period, 
these arrangements have fixed the price of sugar at a level 


higher than the world market price. 


1 U.N., Food and Agriculture Organization, FAQ Commodity 
Review and Outlook: 1977-79, (Rome: 1978), p. 20. 
tnibaid. 
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CHAPTER III 
REVIEW OF LITERATURE ON INTERNATIONAL SUGAR TRADE POLICIES 


Introduction 


Studies on the level and effects of protection on the 
international sugar industry have been relatively few in 
number. The majority of investigations into the 
international sugar trade have concentrated on the United 
States’ sugar industry and its role in the international 
Sugar market. Generally, most of these studies have been 
initiated as a result of strained diplomatic relations with 
Cuba, the United States’ major sugar supplier prior to 1960. 

Bates' used a spatial equilibrum analysis to estimate 
the long run efficiency of the United States sugar program. 
H.G. Johnson? in 1966 analysed the effects of protection in 
the international sugar industry on the export earnings of 


less developed countries. In 1969, Bates and 


1 T.H. Bates, "The Longrun Efficiency of the United States 
Sugar Policy", American Journal of Agricultural Economics, 


Vol. 50, No. 3, (August 1968). 
2 H.G. Johnson,"Sugar Protectionism and the Export Earnings 


of Less Developed Countries: Variations on a theme by R.H. 
Snape", Economica, Vol. 33, (1966), pp. 34-42. 
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Schmitz’ utilized a spatial equilibrum analysis to determine 
the economic efficiency of the international sugar trade. A 
study by Gimmell? was basically an extension of the work 
done by Bates and Schmitz, and in general, a synthesis of 
the above studies. Another study by Edelman and Gardiner 3 
analysed the economic effects of selected trade policies in 


the international sugar market for 1976. 
Review of Selected Literature 


The two studies which influenced the development and 
charateristics of the present thesis will be discussed here 
in order to indicate both the nature of and differences in 
each as well as describe the characteristics of this study. 
Snape’s study’ was an initial empirical analysis of some of 
the effects of protection in the world sugar industry for 
the selected year of 1959. Snape estimated the extent of 
protection in the international sugar industry and made 
general inferences of the effect to which this restrained 


production. He also made specific estimates of the effect of 


Dolch wares and of, schmitz, A: Spatial Equi librum Analysis 
of the World Sugar Economy, University of California, 
Senin Foundation Monograph No. 23, (California: May 
1969 


Policy", American Journal of Agricultural Economics, 
(November 1977). 

3 M.A. Edelman and W.H. Gardiner, "The Economic Effects of 
Selected Trade Restrictions on the World Sugar Trade’, A 
Paper presented to the Annual Meeting of the American 
Agricultural Economic Association, Washington State 
University, (Pullman, Washington: August 1979). 

4 R.H. Snape, "Some Effects of Protection in the World Sugar 
Economy", Economica, Vol. 30, (February 1963), pp. 63-73. 
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protection on consumption levels in that year. To give an 
indication of the extent of protection and to derive an 
estimate of the effect of protection on consumption of sugar 
Snape compared the average prices domestic Sugar producers 
received with world market prices in terms of "import and 
export parity prices". This procedure is simplistic, 
particularly in the implicit assumption that, allowing for 
refining and distribution costs, Gali alee sugar supplies 
would be available at world free market prices. It does, 
however, allow comparisons of the general order of 
protection among countries. 

In calculating average sugar prices paid to producers 
in different regions, Snape used estimates of refiners’ 
gross receipts which were calculated on the basis of the 
quantity of sales and the average price obtained in the 
domestic market, protected market, and the world market in 
1959. When direct subsidies were given to the producers in 
various regions, the degree of protection was estimated 
based on the average costs of raw sugar plus milling and 
refining costs for 1959. The second aspect of Snape’s study 
was the estimation of the increase in consumption that would 
have occurred had protection been given domestic producers 
by means of deficiency payments or direct subsidies rather 
than by methods which increased price levels. These 
estimates were in turn based on specific estimates of the 
elasticity of demand for sugar. The methodology developed by 


Snape in his earlier study is applied in this thesis. 
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Snape acknowledged the major deficiencies in the 
methodology he used. Most significantly, the assumption that 
world free market prices would apply in the absence of 
protection is suspect. 

Other criticisms of his study note that agreements 
governing export quotas, prices and subsidies paid to 
domestic as well as foreign producers are continually 
revised. Because of the cyclical nature of the international 
sugar market,' effects of these revisions cannot be 
accurately measured over a period of one year. Rather, they 
should be measured over time in a lagged adjustment 
framework. 2 | 

Third, Snapete study did not encompass the effects of 
the 1960/61 trade embargo placed on Cuban sugar by the 
United States. This must be regarded as a major development 
in the international sugar industry during the last three 
decades. Since the United States is a major sugar consuming 
nation the embargo must have affected world trade patterns 
and foreign producers’ returns. D. Gale Johnson pointed out 
that Snape did not measure the benefits which foreign 


producers were accorded due to their preferential 


' R. Bohall, et al, The Sugar Industry Structure Pricing and 
Performance, U.S., Department of Agriculture, Economic 
Research Service, Agriculture Economic Report, No. 364, 
(Washington: March 1977), p. 33. LaF 

2 Larry Martin and Donald MacLaren, “Market Stabilization by 
Deficiency Payment Program: Theoretical Analysis and its 
Application to the Canadian Pork Sector" ,Canadian Journal of 
Agriculture Economics, Vol. 24, No. 2, (1976). 
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markets.' Snape, did however, consider this feature in a 
later study. 2 

In his later study, Snape examined some of the economic 
effects in the international trade in sugar by the removal 
of both national and international forms of protection for 
three years 1959, 1960 and 1961. Snape calculated the gains 
to eight sugar importing countries and their suppliers from 
free trade in sugar. on the assumption of infinite long run 
elasticities of domestic supply of sugar in the importing 
countries. Snape considered the production of sugar in three 
separate processes: the production of cane and beet: the 
production of raw sugar; and the refining of raw sugar. In 
examining the eereets of protection on the international 
trade in sugar for 1959, 1960, and 1961 Snape concluded that 
with the removal of protection in the international trade in 
sugar, net sugar imports by the eight importing nations 
would have increased by about 5.5 million metric tons or by 
73%. The exporting countries would have had additional 
export earnings of about $820 million for raw sugar and 


$ie350 million for 


1 D.G. Johnson, Trade in Agricultural Products, Vol. 1, A 

Survey of Agricultural Economic Literature, ed. L.R. Mart 

3 Vol.; University of Minnesota Press, (Minneapolis: 1977 
U30he 

2 R.H. Snape, "Sugar: Costs of Protection and Taxation’, 

Economica, Vol. 36, (Feburary 1969), pp. 29-41. 
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refined sugar. ' 

Included in the problems of data which Snape 
encountered are differences in currency values, taxes and 
import duties in the different countries. Differences in 
time lags between planting, harvesting and refining also 
contribute to data inadequacies. Even with these 
deficiencies, Snape’s study was useful in providing a method 
for measuring some of the major impacts of protection in the 
international sugar industry. 

The other study which most influenced this thesis was 
that of D. Gale Johnson.? The major objectives of Johnson’ s 
study were to evaluate the costs of the United States sugar 
program to Hone atic consumers and taxpayers, and to 
calculate the net benefits which domestic as well as foreign 
producers have received from the program. Also, he evaluated 
how this had affected consumption and production trends in 
world sugar trade. 

In considering the benefits which have accrued as a 
result of the United States sugar program, Johnson 
identified the recipients of these benefits. Johnson pointed 
out that foreign and domestic producers were the main 
beneficiaries of the United States sugar program. The 
benefits which foreign producers received were identified as 
higher domestic prices obtained as a result of access to 


preferential markets. 


RSH ona De. OD. (C1Lt. 


2D. Gale Johnson, The U.S. Sugar Program: Large Costs and 


Small Benefits, American Enterprise Institute for Public 
Policy Research, (Washington: 1974). 
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Johnson noted the difficulties involved in calculating 
the costs of the United States sugar program to domestic 
consumers and to taxpayers. In overcoming some of these 
difficulties he estimated what he called an “upper limit" to 
these costs. This limit was based on the differences in 
export prices received by foreign traders in the world 
market and the domestic prices which the United States 
producers recieved with the necessary adjustments for 
tariffs, taxes, and subsidies. 

A limitation of this approach as aptly pointed out by 
Johnson himself was the fact that the social welfare costs 
to the whole of the society were not calculated. Thus, the 
true extent of ine overall cost of protection to the society 
were not considered. Another deficiency of Johnson's study 
as noted by Gimmell' was the fact that the supply and the 
demand functions used for the world sugar trade were not 
calculated but were "informed guesses". 

Nonetheless, Johnson identified the benefits which 


accrued to domestic producers and concluded that: 


"The very significant decline in the number of farm 
workers engaged in sugar production between 1962 and 
1971 indicates that the gains to farm workers, if 
any, must have been very small. In all domestic 
areas, except Florida, there has also been a 
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Significant decline in the number of farm operators 
engaged in the production of sugar. This implies 
that, if there have been substantial economic 
benefits from producing sugar, they have been 
capitalized into the value of land and not in the 


return to labour".! 


Johnson advised that the policy instruments used under the 
United States sugar program be changed. He recommended that 
deficiency payments rather than production and export quotas 
be implemented. 2 

Economists nave supported Johnson's position on the use 
of deficiency payments as a policy instrument for 
internationally traded agriculture commodities as an 
alternative to quotas and tariffs.? Nevertheless, some have 
cast doubts on the use and effectiveness of deficiency 
payments in stabilizing international markets. MacAulay*’ has 
argued that under certain circumstances, deficiency payments 
may not achieve the objective of reducing instability. 
Martin and MacLaren have also voiced their concern about the 
use of deficiency payments as a policy instrument to 
stabilize international commodity markets. They suggest that 


most of such interventions are 


LS mGUOMISOn WOOD. Glen 1p. 5S. 

SDT ype Vol. 

Ge sOT Me inatOp., Cit: 

4 1.G. MacAulay, "The Timing of Deficiency Payments for 
Stabi tization. Ganadian Journal of Agricultural Economics, 
Vol. 25, No. 1, (February 1977). 
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As a background to the analysis of policies of the 
major importers and exporters of centrifugal sugar in 
international trade, this section outlines some of the 
economic effects of the major policy instruments which are 


utilized in international sugar markets. 


Tariffs 


A.M. Freeman III, in analysing the economic effects of 


a tariff notes: 


“Tariffs can either be specific or ad-valorem. An 
ad-valorem tariff is one which is expressed as a 
fixed percentage of the world price or unit value of 
the import. A specific tariff is a fixed sum per 


unit of 


) bi Martin and D. Maclaren, op. cit. 
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import. | 


Eight different effects of a tariff to the importing 


nation in international trade are commonly cited: 


1) The production effect; 

2) The revenue effect; 

3) The redistribution or transfer effect; 
4) The consumption effect; 

5) The terms of trade effect; 

6) The income effect; 

7) The employment effect; 


8) The balance of payment effect. 2 


Within the framework of partial equilibrium analysis 
many of these effects of a tariff can be illustrated with 
reference to Figure 3.1. Assume that the line Dd represents 
domestic demand for sugar, and Sd represents domestic 
supply. The free trade price is assumed to be P1, and the 
international supply is assumed to be perfectly elastic. 
Based on the above assumptions, the quantity of sugar 


imported at price P1 is Q1Q4, the difference between 


1 A.M. Freeman III, International Trade: An Introduction to 
Methods and Theory, Harper and Row, (New York: 1971), ‘es 
134; 

Sibicdarro. 130. 
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FIGURE 3.1 


Partial Equilibrium Analysis of the Effects of a Tariff 
for an Importing Country 
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SOURCE: A.M. Freeman III, International Trade: An Introduction to 
Methods and Theory, Harper and Row, (New York: 1971), p. 136. 
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domestic supply and demand. With the implementation of a 
tariff, domestic comsumers pay a price P2. As a result, 
domestic production is stimulated and increases from Qi to 
Q2, domestic demand decreases from Q4 to Q3. Being residual, 
imports become Q2Q3. The magnitude of these changes depends 
on the domestic supply and demand elasticities. 

One effect of the tariff is the redistribution of 
incomes in favour of the domestic producers of the protected 
product, in this case sugar. This effect is represented in 
Figure 3.1 as area "D". This is the additional economic rent 
paid to pre-existing domestic producers plus the rent paid 
to the new producers above their supply price. Area "D" in 
the diagram is rent in the economic sense, in that it is a 
return to the factors of production over and above that 
which would be required to Keep them in production. In 
Marshallian terms this amount is an addition to producers 
surplus obtained through subtraction from consumers surplus. 

Another effect of a tariff is the production effect, 
and this is represented in Figure 3.1 by the increase in 
production from Q1 to Q2. The net loss in misal located 
resources used in producing the amount Q1Q2 domestically 
rather than buying it internationally at price P1 is shown 
by area "P". The quantity Q102, is determined by the 
elasticity of the supply curve. The production effect of a 
tariff, therefore, depends on factors which influence supply 
elasticity (such as the length of time under consideration). 


For example, it would be expected that the short term effect 
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of a tariff would not involve a great deal of production 
distortion since the short run supply elasticity tends to be 
relatively low. 

The revenue effect is another end result of the 
imposition of a tariff, and is represented by the area "R" 
in Figure 3.1. This effect is the increase in price times 
the remaining quantity of imports. It represents the 
revenues accruing to the government through the collection 
of tariff duties on imports. The consumption effect is 
another product of the tariff, and is shown in the reduction 
in consumption from Q3 to Q2. The net loss in consumption is 
represented by the area labelled "C" in Figure 3.1. 

The relative size of these effects is dependent on the 
elasticity and the position of the supply and demand 
functions, and upon the price involved. In addition to the 
effects described, tariffs and other trade restrictions 
influence a country’s level of national income, its balance 
of payments, and its terms of trade. These areas of 
influence will not be discussed in any detail here, however, 
it is acknowledged that in a comprehensive study on tariffs 


these should be discussed in greater detail. 
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Non-Tariff Measures 


In analysing non-tariff barriers in agricultural trade 


Hillman concluded that a non-tariff measure is: 


any governmental device or practice other than 
a tariff which directly impedes the entry of 
imports, or the exit of exports, and which 
discriminates against imports or exports; that is, 
which does not apply with equal force on domestic 


product ionvor“distributtion®. 1 


According to Baldwin, a non-tariff policy instrument is: 


"... any measure (public or private) that causes 
internationally traded goods and services to be 
allocated in such a way as to reduce potential real 
world income. Potential real world income is that 
level attainable if resources and output are 
allocated in an economically efficient manner. That 


is where Pareto-Opt imum 


1 J. Hillman, "Non-Tariff Barriers: Major Problems in 
Agriculture Trade", American Journal of Agricultural 
Economics, Vol. 60, No. 3, (1978), p. 491. 
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is achieved". ! 

Non-tariff policy instruments are measures which 
restrict imports. They provide assistance to domestic 
production thereby encouraging import substitution, and 
provide direct assistance to exporters. There are several 
types of non-tariff instruments. The most commonly used is 
the quota. The effects are generally analogous to those of a 
Barat f 2 

These effects are demonstrated in Figure 3.2. Assume in 
the absence of a quota that the world price is P1. The 
schedule Dd represents domestic demand and Sd represents 
domestic supply. Quantity Q1 will be produced domestically, 
and Q1Q4 will be imported. If a quota is implemented, 
imports will decrease from Q1Q4 to Q2Q3. The domestic price 
will increase from P1 to P2 and domestic production wil] 
increase from Q1 to Q2. 

The distribution of the "revenue effect" of the quota 
(Qa in Figure 3.2) mainly depends on how the quota is 
administered. For example, if the right to import is granted 
ona "first come, first served basis", the foreign supplier 
obtaining this right rcould capture these Dbenetits.. If the 
right is auctioned, then the price could be bid up to the 
point where the benefits of the higher domestic price would 
be exhausted and, providing that the bidders do not collude 
to keep down the bidding, the government would obtain the 


benefits and the distribution of the revenue would be 


1 R.E. Baldwin, Non-Tariff Distortions of International 


Trade, Brooking Institute, (Washington: 1970), pp. 30-108. 
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FIGURE 3.2 


Partial Equilibrium Analysis of the Effects of a Quota 
for an Importing Country 
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SOURCE: A.M. Freeman, III, International Trade: An Introduction to 


Methods and Theory, Harper and Row, (New York: 1971) op ss136 
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Vaenuical to, that, of sa tariff. 

Domestic producers become the beneficaries if they can 
purchase the product at the world price and sell at the 
higher domestic price.' A major difference between a quota 


and a tariff lies in the distribution of the revenue effect. 


A Variable Levy 


A variable levy can be used to encourage or discourage 
exports or imports of a specific commodity. The levy is 
different to a tariff, in that the levy is adjusted 
periodically in relation to domestic and world prices 
whereas the tariff is set at either set sum per unit or a 
percentage of the unit cost.* The amount of the levy varies 
so as to ensure that whatever the world price is, imports 
cannot be sold in the domestic market at less than the 
minimum import price. The overall impact is, however, 
similar to the trade interventions already outlined. For 
example, in Figure 3.3, assume that the domestic supply is 
represented by Sd and the domestic demand is Dd. If the 
world price is Pw, domestic production will be Q1 and the 
quantity imported will be Q1Q4. With the implementation of a 
variable levy, domestic price will be increased by the 
amount of the levy to Pl. Domestic production increases from 


Hohe peemame OD. (Cl. 5. Ds. 150. 
2G. Hallet,. The Economics of Agricultural Policy, Basil 
Blackwell, (Oxford: 1971), p. 195. 
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FIGURE 3.3 


‘The Effects of a Variable Levy 
to an Importing Country 
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Q1 to Q2, and imports will decrease from Q104 to Q2Q3. The 
net effect of this levy is a reduction in consumers surplus 
which is equal to the area PwPlbc. Extra resources used in 
the additional domestic production equal the areas (F+C) and 
producers benefit by the amount of area "R". Government 
revenues increases by the amount equal to area "V". The loss 
to consumers is (R+C+V+M), and this is greater than the sum 
of benefits obtained by the government and the producers 


(R+V) by the amount (C+M). 


Deficiency Payments 


Deficiency payments perform the task of guaranteeing a 
price to producers. They allow for unfettered trade in the 
market since prices are not increased to consumers above the 
world market price.! Under a program of deficiency payments 
the level at which price will be supported is decided in 
advance sometimes based on estimated production costs. The 
deficiency payment, then, is the difference between the 
average world market price and the guaranteed domestic 
price. This is demonstrated in Figure 3.4. Assuming that the 
guaranteed domestic price is P1, and Pe represents the world 
market price then the deficiency payment would be equal to 
PeP1. This increase in price influences the supply to 


1 V, L. Sorenson, International Irade Polic : Agriculture 
and Development, Michigan State University, (Michigan: 
Bho 80). 
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FIGURE 3.4 


The Effects of a Deficiency Payment 
in the Domestic Market 
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SOURCE: Y.L. Sorenson, International Trade Polic cS Agriculture and 
Development, Michigan State University, (Michigan: 
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increase from Qe to Q1, as new producers enter the supp ly 
Function will shift outward from Sd to Sd1 making the new 
price to domestic consumers equal to P2. 

This discussion, however, does not take imports into 
account. Should imports be included in the analysis then the 
effects on world trade and domestic production and 
consumption will differ. Consider Figure 3.5, in which the 
domestic and the world markets are represented. Assume that 
Sd is the domestic supply function, and Dd represents the 
domestic demand. The world price Pwe is equivalent to the 
domestic price Pd. At these equilibria the quantity produced 
domestically wou Id be equal to Qd1 and the quantity produced 
in the world market would be Qwe. The quantity imported 
would be Qd1Qd4 and the amount supplied by the world market 
would be Qwe. 

With the implementation of a deficiency payment scheme 
the guaranteed domestic price would be equal to Pdi. This 
subsidization of domestic producers results in a rightward 
shift of the domestic supply schedule from Sd to Sd1l. 
Quantity produced domestically would increase from Qd1 to 
Qd2. Imports would decrease from Qd1 Qd4 to Qd2 Qd3 thereby 
reducing world trade. The import demand schedule would shift 
to the left from Dw to Dwi, and world production from Qwe to 
Qwe1. Consumers in the domestic market would then pay a 
price of Pd2, the new world market price. The domestic 
producers receive the difference between the market price 


Pd2, and the guaranteed price Pdl. 
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FIGURE 375 


The Effects of a Deficiency Payment in both 
the World Market and the Domestic Market 
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SOURCE: V.L. Sorenson, International Trade Policy: Agriculture and 


Development, Michigan State University (Michigan: 1975), p.78. 
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The United States 


The Jones-Costigan Act, which later became Known as the 
Sugar Act was implemented in 1934. D. Gale Johnson cites 
three major stated objectives of the United States Sugar Act 
at the time of its implementation: 

a. That of Keeping down prices for the United States 
consumer s ; 

b. Maintainance of the domestic sugar production; and 

c. Continued expansion of the domestic industry. ' 

Generally, the stated objectives of the United States’ 
sugar program have been the protection of the domestic 
industry, and "the maintainance of adequate supplies to 
domestic consumers at a fair price".? Prior to 1934, the 
United States sugar industry was protected by tariff duties. 
These were lated changed in favour of an import and 
production quota scheme. This scheme was in effect up until 
1974, and was operational through the use of conditional 


payments to domestic producers should they conform to their 


1 D. Gale Johnson, The U.S. Sugar Program: Large Costs and 
9 


Small Benefits, op. cit., : 
aR Houbohadimsel adm opi tcif., sp. 28. 
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production quotas.' The costs incurred by these payments and 
the administration of such a scheme were financed by a fund 
supported by the tariff on imported sugar. ? 

The general consensus of analysts of the United States’ 
sugar program is that it has been grossly inefficient. D. 
Gale Johnson*® estimated that the long run annual costs of 
maintaining the sugar program calculated from three 
different bases were between $502 millions and $730 


millions. Johnson states in no uncertain manner: 


“Our present sugar policy has little to commend it. 
It involves a conflict with our general policy of 
trade liberalization, particularly the effort to 
eliminate the use of quantative restrictions - 
imports quotas. The costs of the program are 
substantially in excess of the net benefits to 
domestic producers and all those involved in 
refining sugar. The operation of our sugar program, 
along with similar programs of other nations, 
results in wild gyrations in the international 
market for sugar. The program maintains high-cost 
Sugar production in the US while restricting the 


possibilities of expanding production where sugar 


1 International Sugar Organization, The World Sugar Economy: 


Structure and Policies, National Sugar Economies and 
Policies, Canada and the United States, No. 4, (London: 


ATE paeoes US Suger Polde 


ceb?Grnvobnson) op. tciteupt i. 
$907 )Gale vohnson, op: cit..p. 50. 
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can be produced more cheaply."' 


Bates? also concluded that the United States’ sugar 
supply program was inefficient. He explored the costs of the 
program under different conditions. For example, with the 
inclusion of Cuban sugar in the United States supply with 
the Sugar Act in place, the estimated cost of the United 
States sugar supply was 38.5% greater than under a situation 
where there were no controls. 

G. Gimmell? estimated that United States’ consumers had 
paid $97 millions or 0.5¢ per pound in support of the 
embargo on Cuban sugar. The embargo had incurred extra 
transportation costs of $139 millions or 16% of overall 
costs. Gemmill estimated that the United States sugar 
program had cost a net sum of $33 millions annually or about 
$1.3 billions from its inception to 1974. 

Jesse’ suggested that the use of a tariff along with 
production quotas and subsidies put the United States at a 
disadvantage in obtaining supplies on the international 
sugar market except where special arrangements had been made 


and prices decided upon in advance. 


EXAUONASONG Ope -CUOUN 
eo hobates flop aiic 118 
SSG 74Ginme tli, op. cit. 
4 —.V. Jesse, "US Sugar Policies: Options and Impacts", 

Western Journal of Agricultural Economics, Vol. 1, (June 
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The European Economic Community and Self-Suff iciency 


In analysing the Common Agriculture Policy (CAP) of the 
European Economic Community (EEC), Sampson and Yeats 


concluded that: 


" ... CAP reduces demand for agricultural imports, 
imparting more inelasticity into the world demand 
for them. Increased inelasticity amplifies price 


fluctuations born by non-EEC producers."! 


The EEC’s sugar policy is governed under the auspices 
of the Common Agriculture Policy and is based on the concept 


of self sufficiency.2 Under the sugar policy of the EEC, 


farmers are guaranteed a price for their produce so as "to 


ensure adequate returns to 


' G. P. Sampson, and A.u. Yeats, "An Evaluation of the 
Common Agriculture Policy as a Barrier Facing Agricultural 
Exports to the European Economic Community’, American 


Journal of Agricultural Economics, Vol. 59, No. 1, (Feburary 
1977) 


2 Canadian Agriculture in the Seventies, A Report of the 
Federal Task Force on Agriculture, (Ottawa: December 1969), 
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producers’.' The main objectives of the EEC’s sugar policy 


have been stated as follows: 


a. “Increased productivity in the sugar industry; 
b. Stable markets in both production and prices; 
c. A guaranteed sugar supply; and 


d. Low and reasonable prices for EEC consumers." 2 


Three sets of policy instruments have been utilized in the 
EEC. They are variable levies, guaranteed prices and 
production quotas for domestic producers and export quotas 
for foreign producers. 

The quotas are divided up into three classes, the "A", 
"B", and "C" quotas. The "A" quota is calculated based on an 
estimate of 95% of the community’s consumption needs. The 
§"B” quota tiscen additional 127 :5h-of) then" A? quota., This 
quota includes a "processor’s levy" which assists in 
financing the disposal of surplus sugar. Also, the "B" quota 
sugar is entitled to an export subsidy equivalent to the 
difference between the EEC threshold price and the world 
market price if the latter price is lower. "C" quota sugar 
is classified as sugar in excess of quotas "A" and “B" and 


' European Economic Community,"The Common Agriculture Policy 

Serves Farmers and Consumers in a Time of Economic 
Instability", Common Agriculture Policy Newsletter, No. 5, 
(Brussels: June 1975). 

2 I. Smith, The European Community and the World Sugar 

Crisis, Staff Paper No. 7, Trade Policy Research Centre, 
London: November 1974), p. 9. 
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is not allowed to be solid in the community, but must be 
exported in its original form at the expense of the the 
| exporter. ! 

The main feature of the EEC sugar policy is its pricing 
mechanism. As demonstrated in Figure 3.6, there are 
basically three prices for sugar in the EEC. There is the 
target price, the threshold price and the minimum price. 
These are set annually based on desired levels of 
production, prices, and producers’ returns. The system is 
enforced by a mechanism of variable import and export 
levies. The export levies discourage the export of sugar to 
the world market when the price is greater than in the 
community. Similarly, the import levies act as a deterrent 
to sugar imports when community sugar prices are greater 
than the world price. Therefore, no sugar is imported into 
the community below the threshold price. 2 

The target price is the base of the EEC system. All 
other prices are calculated from the target price which is 


based on production and 


VeSe Hartaismanad 1. omitn, world Sugar Markets inia State of 
Flu Trade and Policy Research Centre, (London: 1973). 


: Bos. Department of Moraculture, Wor Id Agriculture 
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Europe, Supplement 4 to WAS:18, Economic, Statistics, and 
Corperative Service, (Washington: May 1979). 
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FIGURE 3.6 


The European Economic Community 


Sugar Price Determination Mechanism 


Target Price 
Threshold 
Price 


Derived 
Intervention Prices 


Processing Margin 


Minimum PRice for Sugar 


FEC BORDERS whi 
Vorld 
Market 


MAIN SURPLUS AREA: : MAIN DEFICIT AREA 
(NORTHERN FRANCE) (PALERMO) 
SOURCE: U.S., Department of Agriculture, Report on orld Sugar Supply 


and Demand 1989 and 1985, Foreign Agriculture Service, 


(Hashington: November 1977), p. 12. 
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transportation costs.’ The minimum price for sugar is 
derived from an intervention price minus a fixed price which 
reflects a standard processing margin for the community. The 
intervention price is a guaranteed price to producers which 
is calculated at 5% below the target price for the main 
surplus area, northern France. A slightly higher 
intervention price is calculated for the major non-surplus 
area Palermo, Italy. The threshold price equalizes the 
distribution of sugar within the community. It consists of 
the target price, plus transportation costs from the 
greatest surplus area to the greatest deficit area, plus the 
difference between the standard processing margin and the 
yield. Import levies are set as the difference between the 
threshold price and the most favourable world price. 

The EEC’ s Common Agriculture Policy of self-sufficiency 
has been criticized. Smith? concluded that the EEC cannot 
ensure supplies based on the concept of self sufficiency. 
Domestic production is constrained by seasonal weather 
variations, and as such the EEC must carry surpluses to 
ensure a secure supply. These surpluses, Smith argued, are a 
burdensome waste of resources requiring expensive storage 
facilities. Smith suggests that the community’ s sugar 
program is ineffective and does not conform to the goals of 


the community’s founding Treaty of Rome. 


' U.S., Department of Agriculture, Report on World Sugar 
Supply and Demand 1980 and 1985, Foreign Agriculture 
Service, (Washington: November 1977), p. 9. 

eed yesSmith; Yop: cit. 
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Australia, Brazil and Cuba 


The production of and trade in sugar from most of the 
major exporting countries have traditionally been regulated 
to some degree.' Quotas and guaranteed prices based on 
agreements or commitments with major importers rather than 
price signals in the market place are major policy 
instruments and have tended to cover at. least some 
portionof production or exports. These agreements are 
preferred by most exporters because they insulate the 
exporters’ revenues against downward price movements. 

Some exporters have also used a system of "pooled 
pricing'?to affect domestic production and price levels. In 
this system, producers receive an average price for their 
produce. The producer's price then is the average of prices 
in the domestic market, the guaranteed market and the world 
market net of refining and marketing costs. Generally, 
however, the policies of sugar exporters are by and large 


determined by the policies of importers. 


5 OG »monnsonm,) Joperait ; ae 
2G. Gimmill, "An Equilibrum Analysis of US Sugar Policy’, 

American Journal of Agricultural Economics, Vol. 59, No. 4, 
November 1977). 
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Bilateral Sugar Agreements 


Bilateral sugar agreements are contractual arrangements 
made between two states to either purchase or to sell a 
specified quantity of sugar at a predetermined or "to be 
determined” price. These agreements basically attempt to 
restrict the quantity of sugar imported. ' 

Two major sets of bilateral arrangements in 
international trade in sugar are of concern here. These are 
the agreements between the United States and its major 
individual suppliers -- Brazil, the Philippines and the 
Dominican Republic The other major agreement is between Cuba 
and the USSR. There are other bilateral sugar arrangements, 2 
but the interest shown in those mentioned above is as a 


result of their major role in the world trade in sugar. 


' R. Senti, “Bilateral Agricultural and Commodity 
Agreements", Inter Economics, Verlag Weltarchive, No. 5/6, 
(GmbH. Hamburg: May/June 1978). 
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Cuba and the USSR 


Before 19860, Cuban sugar was exported primarily to the 
United States market.' With the implementation of the trade 
embargo in 1960/61 Cuban exports have gone mainly to the 
USSR and Eastern European countries under special 
arrangements. 2The amount of sugar traded in the agreement 
between Cuba and USSR is decided upon annually. Cuban 
shipments to the USSR ranged from 3.1 millions tons to 3.9 
millions tons between 1975 and 1979. An agreement signed 
between the two nations offered a guaranteed price of 30¢ 
per pound between 1975 and 1980. The agreement also allows 
for a re-negotiation of the agreed price if there should be 
an increase in the world price above and beyond the former 


price. 3 


Prior to 1974, the United States bilateral agreements 
for sugar supplies were centred around a quota system. This 
system has been abolished and replaced by a mechanism of 


subsidies and 


titers baceseeopse city. 

2 International Monetary Fund, es ~22it fuanoenelts to 
Seek Stability Through Buffer Stocks and Export Quotas, 
Research Department Survey Report, (November PANE N EE 

3 International Sugar Organization, Statistical Bulletin, 
Voipies, No 4.. (April. 1979). 
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price support.' The quota system was arranged so that 
domestic producers were allocated approximately 65% of the 
domestic requirements and the balance was divided among 
foreign suppliers.2 Johnson has outlined the methods of 
quota allocation which were used in the past by the United 
States under the sugar program.? In 1974, the last year of 
the quota program, domestic producers were allotted a total 
production quota of approximately 5 million metric tons. If 
there is a deficit in domestic sugar production, foreign 
suppliers’ quota allocations are increased equal to the 
amount of the deficit based their percentage share of the 
United States market. 4 

With the expiration of the Sugar Act in 1974, United 
States’ legislators have debated the issue of whether the 
policy of subsidies and price support which have been used 
since 1974 should be continued or He ther ta policy of 
deficiency payments (as recommended by Johnson) should be 
implemented. Added to this is the question of membership in 
the International Sugar Agreement. This is a crucial issue 
to the effective operation of the ISA since the United 


States is such a major trader in sugar. 


biG AcGemni Wistop. cciite 
2 International Sugar Organization, ane World Sugar 
p 


Economies: Structure and Policies; op. cit. 
3 D.G. Johnson, The US Sugar Program; op. cit. 
* obbid: 
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Multilateral Sugar Agreements 


One example of this type of arrangement is the 
International Sugar Agreement(ISA). The first such agreement 
was signed in 1953 in London.' The objectives of the 
convention attempt to regulate oscillations in world sugar 
production, thereby reducing the effects of sugar shortages 
and surpluses. 2 

Multilateral sugar arrangements attempt to maintain and 
to moderate excessive fluctuations in the earnings of the 
exporters and to limit excessive increases in the cost of 
imports to the importer. A mechanism of export quota 
allocations and guaranteed prices together with a buffer 
stock attempts to accomplish the above mentioned objectives. 
The procedure of the current ISA ratified in 1979 by most 
major exporters and importers except for the United States 
is as follows:3 At the end of each year, the International 
Sugar Council (I1SC) will estimate market requirements and 
allocate export quotas based on projected consumption, stock 


variations, and anticipated price 


' U.N. Food and Agriculture Organization, Monthly Bulletin 
of Agricultural Economics and Statistics, Vol. 2, No. 6, 
Tinea ooahenat 


2 International Monetary Fund, op. Chie 
3 International Sugar Organization, International Sugar 


Agreement 1977, Article No. 1. (London: 1977). 
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movements for the following year.' Figure 3.7 demonstrates 
the operation of the International Sugar Agreement price 
mechanism. Assuming that world market price for sugar 
declines below the guaranteed minimum price of 14 cents per 
pound, export quota allocations will be enforced and the 
special sugar stocks are constituted. Conversely, when the 
price rises above the agreed maximum of 19 cents per pound 
exports are to be increased progressively releasing the 
special stocks which have been constituted. This controls 
the supply of sugar on the market thereby affecting the 
price movement. 2 

An important .aspect of the mechanism is the 
stockholding instrument. This generates additional costs to 
exporting member countries who are required to hold a 
percentage share of their quota allocation in stock.? This 
instrument attempts to regulate supplies of sugar in the 
world market and thus avoid excessive price fluctuations. In 
dealing with the problem of extra costs incurred by carrying 


stocks, a fund is set aside to assist exporting members.’ 


' Ibid, Appendix «2. 

2 Ibid, Article 44. 

3 International Sugar Agreement, op. cit., Article 46. 
4 International Sugar Agreement, op. cit., Article 49. 
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FIGURE «307 


INTERNATIONAL SUGAR AGREEMENT PRICE STABILIZATION MECHANISM 
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CHAPTER IV 
THE ANALYTICAL MODEL 


Introduction 


Achieving precise measurement of the extent and effects 
of protectionism in international trade in sugar is a 
complex and difficult exercise. Not only should 
consideration be given to the impacts of protectionism on 
the international trade in sugar as a whole, but 
consideration should also be given to the effects on 
national economies. For example, if the domestic sugar 
industry is a minor employer in the national economy, the 
major impacts of international sugar protectionism wil] 
depend basically on the cost of domestic sugar production 
relative to other crops, and the price which applies on the 
world market. If on the other hand, the domestic sugar 
industry is a major employer in the national economy (as is 
the case in most of the major cane sugar producing 
countries), the major impacts of protectionism will include 
the effects of protection on the demand for, and the 


production of sugar, relative to the national income and its 
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distribution. ! 

Studies which have attempted to measure the cost of 
protectionism in international trade in sugar have examined 
the effects of protection on resource allocation and 
consumption. The losses have generally been categorized as 
welfare losses, that is, in terms of loss of consumer 
surplus and excessive production costs. These estimated 
losses may however, be only a small fraction of the overall 
national loss.2 Magee? has contended that estimates of 
welfare losses of trade restrictions have generally been on 
static losses. These do not accurately estimate the total 
effect of protection in the international trade in sugar. 

Traditionally, the measurement used has been that of 
nominal protection, that is, is based on the difference 
between import and export prices. However, questions have 
been raised about the accuracy of the use of nominal 
protection as a measure of protectionism in any given 


production 


tbs voshing, l. .earsey, and JiS. Hildmany Agriculture 
Protection: Domestic Policy and International Trade, U.N., 
Food and Agriculture Organization, C73/LIM/9, (Rome: 1973). 
¢.:DaG. cUchnsonghoinadelinsAgricultural Products" '-ain Vol. 1, 
A Survey of Agricultural Economic Literature, ed. L.R. 
Martin, 3 Vol.; University of Minnesota Press, (Minneapolis: 
1977} 4 -predO9. aha 

3 S.P. Magee, "The Welfare Effects of Restriction on U.S. 
Trade", Brooking Papers on Economic Activity, Brooking 
Institute, (Washington: 1972), pp. 645-701. 
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Grubel argues that the effective and nominal rates of 
protection wiil be identical as long as the weighted 
averages of protection on material inputs are the same as 
the protection on the final product. Effective protection 
however, will be greater than nominal protection if 
protection costs are higher than the cost of inputs or 
vice-versa. 

In view of the complexities involved in precisely 
specifying and measuring international sugar protection, 
this study examines two of the major economic impacts of 
protectionism in international trade in sugar. These are the 
production and consumption effects of the impediments to 
trade in sugar imposed by major sugar importing and 


consuming nations. 
The Variables and The Data 


In international trade in sugar a number of substitute 
commodities can be distinguished. Sugar can be classified as 
centrifugal sugar or non-centrifugal sugar, cane sugar or 
beet sugar, refined sugar or raw sugar. Price series data 
are available on the basis of raw sugar f.o.b. stowed in 
greater Caribbean ports including Brazil, as well as raw 
sugaricaret. Foncons The selection of variables was 


1 H.G. Grubel. "Nominal Tariffs, Indirect Taxes and 
Effective Rate of Protection", Economic Journal, Vol. 77, 
(December 1967), pp. 761-768. 
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determined to some extent by the character of the various 
markets for sugar. This outline of the variables used in 
this study includes a description of the variables, the 
published source, and the relevance for their inclusion in 


this analysis. 


The World Price 


The major available price series data of importance to 
this study are "the world price" and "the U.S. price" (New 
York basis). "The world price" is the price which governs 
trade of sugar in the "free" market. This is taken to be 
that established daily by the New York Coffee and Sugar 
Exchange. Under the estimation procedure, spot price for the 
day is calculated by a selected committee of brokers who are 
all members of the Exchange and selected annually for that 
purpose.' Using the differential between members estimated 
spot prices and the future price to the nearest delivery 
date, the spot price is estimated by first eliminating the 
highest and the lowest estimates of the committee members. 
The remaining price estimates are averaged and either added 
to, or subtracted from, the weighted average price for the 
nearest delivery month. "The world price" series data were 


accumulated from various 


' U.S., Department of Agriculture, Sugar and Sweetner 
Report, Vol. 4, No. 6, (Washington: September 1979). 
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Import and Export Parity Prices 


“The import and export parity prices" are defined as 
“the world price" minus allowances for freight, insurance, 
duties, and taxes paid to the respective ports. The “import 
and export parity prices" used in the model for 1959 were 
obtained from estimates made by Snape. The "import and 
export parity price" estimates used for 1974 and 1978 were 


obtained from a U.S., Department of Agriculture study. 3 


The U.S. Price, New York basis 
"The U.S. price"(New York basis), is another price 
which is of importance to this analysis. It is also 
estimated daily by the selected committee of Board members 
of the New York Coffee and Sugar Exchange. "The U.S. price" 
(New York basis), is derived by adding to “the world price", 
freight, and insurance charges for transporting raw sugar to 
New York ports, plus duties and fees. The Exchange suggests 


' International Sugar Organization, Sugar Year Book, 
(London), Various Issues. 

2 U.S., Department of Agriculture, Sugar and Sweetner 
Report, Vol. 4, Nos. 5, and 6, (Washington: May, September 
1979). 


3 E.V. Jesse, and G.A. Zepp, Sugar Policy Options for the 
United States, Economic Research Service, U.S., Department 
of Agriculture, Agriculture Economic Report, No. 351, 
(Washington: February 1977). 
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that this price is not necessarily equivalent to the actual 
daily market price transacted by buyers and sellers, but 
serves as a general indicator of daily price movements. ' 
“The U.S. price"(New York basis), data series are those 


published by the United States Department of Agriculture. 2 
Refining and Distribution Margin 


The refining margin is defined as the cost incurred by 
Sugar processors for converting raw sugar into refined 
sugar. This processing cost gives a measure of the value 
added to domestic or foreign produced raw sugar. Sugar is 
somewhat bulky, thus, transportation costs incurred in 
moving sugar are Key considerations in the final price paid 
by consumers. The distribution margin then, is the cost 
which is incurred in transporting and distributing refined 
sugar. The refining and distribution margin data were 


accumulated from various published sources.? 4 


' U.S., Department of Agriculture, Sugar and Sweetner 
Report, Vol. 4, No. 6, (Washington: September 1979). 

2 U.S., Department of Agriculture, Agricultural Statistics, 
(Washington), Various Issues. 

3 U.S., Department of Agriculture, Agricultural Statistics, 
(Washington), Various Issues. 

4International Sugar Organization, The World Sugar Economy, 
Structure and Policies: Canada and United States, (London: 
1979). 
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The Analytical Procedure 


The analytical model used in this study uses Snape’s 
initial approach? by estimating certain effects of 
protection on sugar production and consumption in some of 
the major consuming and producing nations for 1959, 1974, 
and 1978.8 

The analysis was done in two parts. First, the general 
effects on prices were estimated. These were then used to 
estimate the consumption effects. This procedure was deemed 
reasonable in light of the discussion in Chapter III on the 
effects of trade restrictions on production, consumption, 
and price in both the domestic and the international market. 

Where protection directly affected the price at which 
raw sugar was sold in the domestic market, the average gross 
revenues of mills and factories in the specified country 
were utilized as a basis for estimating the price effects. 
In countries where protection was given directly to the 
farmers through support payment schemes (as is the case in 


the United States), the average gross revenues of farmers 


‘R. Bohall, et al, The Sugar Industry's Structure, Pricing 
and Performance, U.S., Department of ny ee eee 
eid Economic Report, No. 364, (Washington: November 
LS7 24 

2 R.H. Snape, "Some Effects of Protection in the World Sugar 
Industry", Economica, Vol. 30, (1963). 

3 See Table 4.3, page 92 for the countries examined in this 
study. 
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plus the cost of milling have been used instead of the 
average gross revenues of mills and factories. Data on mills 
and factories were obtained from estimates of their saies 
and prices received for raw sugar in the domestic market, 
preferential market, and world market.' The resulting 
estimates of average revenues were divided by total sales to 
give an estimate of an average weighted price received by 
mills and factories. This was assumed to be the average 
price which domestic sugar producers in the specified 
country received in that year. This average price was then 
expressed as a percentage of estimated "import and export 
parity prices".? where the latter are taken as estimates of 
what the average SBE price of raw sugar would have been in 
that year in the absence of any protection in the world 
Sugar economy. 

In deriving the price effects of international sugar 
protection in 1959 a number of alternate assumptions were 


made. These are as follows: 


1. Three ranges of "parity prices" were used: 

a. "Import parity price” was taken as 3 3/4 cents per 
pound; the "export parity price" was taken as 3 
cents per pound. 

b. “Import parity price" was taken as 4 1/2 cents per 


pound; the “export parity price" was taken as 4 


' See Appendix B1. 

2 "Import and export parity prices" are defined as “the 
world price" minus allowances for freight, insurance, 
duties, and taxes to or from the respective ports. 
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cents per pound. 

c. ‘Import parity price" was taken as 5 1/4 cents per 
pound; the "export parity price" was taken as 4 3/4 
cents per pound. 

2. “Import parity prices" applied to net sugar importing 
and self-sufficient countries. "Export parity prices" 
applied to all net sugar exporting countries. 

3. "Import parity-prices" were calculated from a c.i.f. 
London price basis. The “export parity prices" were 
derived from an f.a.s. Cuban price basis. 

4, “Export parity prices" were adjusted upward 1/4 cent per 
pound for Indonesia, Philippines and Taiwan for 
additional Guapeeomsation costs due to their relative 
distance from sugar markets or potential sugar markets 


in relation to other exporting nations. 


The sfirst “parity price" range (3.- 3 3/4 ¢/lb.) was 
that used by Snape.'! The second range of "parity price" 
estimates (4 - 4 1/2 ¢/1b.) were suggested by Snape as 
alternative reasonable price estimates for raw sugar which 
would have existed in the absence of any protection in the 
world sugar economy in 1959. The third range of “parity 
price" estimates (4 3/4 - 5 1/4 ¢/1b.) were taken for 
additional comparison relative to the low range (3 - 3 3/4 


¢/1b.) and the medium range (4 - 4 1/2 ¢/lb.). The use of 
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these alternate price assumptions gives an indication of the 


sensitivity of the calculated consumption estimates. 


In considering the effects of protection on price 


levels in international trade of sugar for 1974 and 1978, 


the following additional assumptions were made. 


1. Two "parity price" ranges were utilized, these are 


listed below: 


a. 


“Import parity price" was taken as 12 cents per 
pound; the “export parity price" was taken as 10 
cents per pound. 

“Import parity price" was assumed to be 10 cents per 
pound ; the "export parity price" was taken as 12 


cents per pound. 


2. The “import parity price" was estimated from c.i.f. 


London price basis. The "export parity price" was 


calculated from a f.o.b. stowed in greater Caribbean 


ports including Brazil price basis. 


For the 1978 analysis, the following additional 


assumptions were made. 


1. Two "parity price" estimates were taken as listed below: 


a. 


The "import parity price" was taken as 8.8 cents per 
pound; the "export parity price" was taken as 7.8 
cents per pound. 

The “import parity price" was taken as 20 cents per 


pound; the “export parity price’ estimate was taken 
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as 18 cents per pound. 

The “parity price" estimates used for 1974 and 1978 
were obtained from a United States Department of Agriculture 
study. ! 

The next exercise in the analysis was to estimate the 
major impacts of protection on sugar consumption in the 
major consuming and importing nations. In estimating the 
major consumption effects of protectionism in the world 
sugar trade, following Snape, an "tmpost-free" retail price 
of sugar was estimated for the various countries in the 
specified year. The "“impost-free" retail price was 
calculated by adding an estimated refining margin (which 
included an allowance for weight loss), and a distribution 
margin to the estimated parity price for the respective 
country and year. The difference between the estimated 
“impost-free" retail price and the actual retail price of 
sugar for the specified year and country was then expressed 
as a percentage of the "parity price". This percentage was 
then multiplied by the available estimate of the price 
elasticity of demand for sugar for that country. This 
provides estimates of the additional consumption which would 
have occurred in the absence of protection in the world 
sugar economy for the respective year. 

In estimating the consumption effects, a number of 


assumptions have been made. These are outlined below: 


'-E.V. Jesse, and G.A. Zepp, Sugar Policy Options for the 
United States, Economic Research Service, U.S., Department 
of Agriculture, Agriculture Economic Report, No. 351, 
(Washington: February 1977). 
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1. The price elasticities of demand used for 1959 were 
those used by Snape and were obtained from Viton and 
Pignaiosa’s study' based on time-series and 
cross-country analyses. Vito and Pignalosa did not 
calculate separate time-series correlations for all the 
countries included in this study due to a lack of 
adequate data. The price elasticities of demand used 
were based on 1956 prices. 

2. The majority of countries specified in this study had 
Sugar consumption levels of 200,000 metric tons or more 
in 1959: 

3. Based on the estimated “import and export parity prices" 
assumed in estimating the price effects, "impost-free" 
retail prices were estimated for 1959. The basis for 


these calculations is outlined below: 


a. The refining margin was estimated at 2 1/4 cents per 
pound, and the distribution margin was estimated at 
2 1/4 cents per pound. With an "import parity price" 
of 3 3/4 cents per pound, the estimated 
"impost-free" retail price was 8 1/2 cents per pound 
or 18.2 cents per kilogram. The "“impost-free" retail 
price used was 19 cents per kilogram. Similarly, for 
exporting countries with a "parity price" of 3 cents 
per pound, the estimated "impost-free" retail price 


1A. Niton, and F. Pignalosa, “Trends and Forces of Wor Id 
Sugar Consumption", U.N., Food and Agriculture Organization, 
Commodity Series Bulletin, No. 32, (Rome: 1961). 
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used was 17 cents per kilogram when the refining and 
distribution margins were added. 

b. Identical calculations were repeated for the other 
two “parity price" ranges. Estimated "impost-free" 
retail prices of 8 1/2 cents per pound for exporting 
countries and 9 cents per pound for importing 
countries were used for the medium range of "parity 
prices" (4-4 1/2 ¢/lb.). For the upper range of 
estimated "parity prices" (4 3/4 - 5 1/4 ¢/1b.), an 
“impost-free" retail price of 9 1/4 cents per pound 
was estimated for exporting countries and 9 3/4 


cents per pound for importers. 


Similar calculations were made for 1974 and 1978 to 
estimate the average "impost free" retail price of sugar for 
the specified countries. The same assumptions made for 1959 
were held for 1974 and 1978 with a few exceptions. These are 


outlined below: 


1. The price elasticities of demand used for 1974 and 1978 


were obtained from 
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Pignalosa.' These price elasticities of demand were 
calculated based on 1975 prices. 

2. For 1974, the refining margin was estimated at 4 cents 
per pound and the distribution margin at 4.3 cents per 
pound. For 1978, the refining and distribution margins 


were taken as 4.5 cents per pound each. 


These estimates of refining and distribution margins were 
taken from a United States Department of Agriculture 


report. 2 
Results of the Analysis 


In estimating the effects of international sugar 
protection for 1959, three sets of "parity prices" were 


utilized. These are outlined below: 


1. Under assumption (a): The “import parity price" was 
taken as 3 3/4 ¢/1b. The "export parity price" was taken 
as 3 ¢/lb. 

2. Under assumption (b): The “import parity price" was 
taken as 4 ¢/lb. The "export parity price" was assumed 
to be 4 1/2 ¢/lb. 


heer gmatlosa ji bids bie 
2 R. Bohall, et al, The Sugar Industry’s Structure Pricing 
and Performance, U.S., Department of Agriculture, Economic 
Res 
( 


search Service, Agriculture Economic Report, No. 364, 
Washington: March 1977). 
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3. Under assumption (c): The “import parity price" was 
taken as 4 3/4 ¢/lb. The “export parity price” was taken 
as: 5 ob/ Ae Cb: 


The results in Table 4.1 show that the extent of 
protection implied by Snape’s assumptions (assumptions a) 
was appreciably higher than is implied by the assumed export 
and import parity prices of alternative assumption (b). This 
reduction in the extent of protection (as indicated by the 
lower percentages which estimated average prices are of 
assumed export and import parity prices) was greatest in the 
case of Hawaii and Puerto Rico (with a 60% reduction in 
protection) and was the least in the case of British 
Honduras. The extent of protection implied in assumption (b) 
for West Germany and the United States was 33% less than 
that implied by assumptions (a). The extent of this 
reduction in protection was 44% for Indonesia, and 40% for 
each of Brazil, Barbados, and Fiji. Even further reduction 
in the extent of protection are involved in the price ranges 
of assumption (c) as Table 4.1 indicates. The reduction in 
protection impilied for West Germany was 86% less under 
assumption (c) when compared to the calculations under 
assumption (b). For Puerto Rico and Hawaii, the estimated 
average prices expressed as a percentage of export and 
import parity prices under assumption (c) were 75% less than 


under assumption (b). For the United States, this decline in 
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TABLE 4:1 


HOME PRODUCED RAW SUGAR 1959: ESTIMATED AVERAGE PRICE 


ESTIMATED AVERAGE PRICE OF AVERAGE PRICE AS A PERCENTAGE OF 


CANE HOME PRODUCED RAW SUGAR IMPORT OR EXPORT PARITY PRICE 
(U.S. cents/I1b.) A) ANGI Se G2) (C) 
Argentina (1) a2 120 100 86 
Australia {e) 4 1/2 150 Tis 95 
Bra.il (e) 4 3/4 160 119 100 
British Guiana (e) 4 1/2 150 ta 95 
British Honduras (e) 5 1/4 140 13] 111 
British West Indies 
Antigua {e) 4 1/4* 140 106 893 
Barbados ({e) 5 165 125 105 
Jamaica {e) AV f2 150 Ke 95 
St. Christopher - Nevis (e) 4 3/4 160 119 100 
Trinidad & Tobago (e) 5 165 125 105 
Cuba (e) 4 135 100 84 
Dominican Republic (e) 2 3/4 90 69 58 
Fiji {e) 5 165 a5 80 
Hawaii (e) 7 = 235 175 300 
India (i) 6 1/4 165 iisly/ SO 
‘Jndonesia (e) 6 185 141 93 
Mauritius {e) Ayt/2 150 113 75 
Mexico {e) 5 1/4 175 Hei 82 
Peru {e) 3 1/4 110 8] 75 
Philippines (e) Ste 170 129 5 
Peurta Ricn {e) yi: 235 175 160 
South Africa (e) ono 4 125 94 78 
Taiwan (e) 3 1/4 100 76 63 
U.S.A. (Cane & Beet) (i) 7 i/2)= 200 167 90 
BEET 
Bel gium-Lux Shiye 145 122 77 
France (tHetro) 6 160 133 81 
Germany (West) 7 3/4 205 172 94 
Italy 7 185 155 90 
Netherlands 5 135 1 93 
URKs 6 160 133 77 


NOTES: 
(e) Exporter (i) Importer 


(a} Import Parity Price taken as 3 3/4 ¢/1h; Export Parity taken as 3¢ Ih. 
(b) Import Parity Price taken as 4 1/2 ¢/1b; Export Parity Price taken as 4¢ 1b. 
(c) Import Parity Price taken as 5 1/4 ¢/1b; Export Parity Price taken as 4 3/4 ¢ 1b. 
* Average for 1958 and 1959. 
= Including Conditional Payments to Farmers. 
Export Parity Prices for Indonesia, Philippines and Taiwan were adjusted upward by 1/4 ¢ 1b. 
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the extent of protection was 77% less under assumption (c) 
when compared to assumption (b). Peru exhibited the smallest 
reduction (6%). 

In Table 4.1, it is apparent that sugar prices are 
highest in those countries where protection appears to be 
greatest. For example, in 1959 in the United States the 
estimated average retail price of sugar was 7 1/2 cents per 
pound. This was 200% of the estimated import parity price. 
In Hawaii and Puerto Rico this tendency for a high level of 
protection was also evident. Average prices (7 cents per 
pound in both countries) were 235% of estimated export 
parity price for each case in 1959. Germany and Italy have 
also exhibited high levels of protection. Average retail 
prices estimated as a percentage of the import parity price 
were 205% and 185% respectively. The estimated average price 
of sugar in both countries was 7 3/4 cents and 7 cents per 
pound respectively. 

The results of the analysis for 1974 and 1978 are 
summarized in Table 4.2. Under assumption (a) for 1974, the 
estimated extent of protection was highest for West Germany, 
Puerto Rico, and Hawaii and the lowest for the Dominican 
Republic. These results indicate that the highest prices for 
raw sugar are paid to farmers in countries where 
preferential treatment is given to certain sugar exporters. 
An example of this is observed for the United States, West 
Germany, Hawaii, and Puerto Rico. 


The next step in the analysis was to estimate the major 
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TABLE 4:2 
HOME PRODUCED RAW SUGAR 1974 AND 1978: ESTIMATED AVERAGE PRICE 


Estimated Average Price Average Price as a Percentage 
for Home Produced Import or Export Parity Price 
Raw Sugar 
(U.S. cents/1b) 
CANE 1974 1978 1974 m “a 1978 “ee 
re a b a b 
Argentina (i) a 1/2 61/4 63 54 7 3] 
Australia ce) 7 1/2 6 3/4 75 63 87 38 
Brazil (e) ~7.3/4 6 1/2 78 65 83 36 
icewnins ose) V2 ag 2 Cotghunmt 46h ats 
AVE: 
British West Indies ous ore Ke is a ss 
Anticua (eo), 7 474 7 3/4 73 60 99 43 
Barbados (e) 8 7 1/4 80 67 93 40 
Jamaica Peavey e772 7 3/4 75 63 99 43 
St. Christopher = NEVIS: ite)! 4 3/4 6 1/2 78 65 83 30 
Trinidad & Tobago (e) 8 7 1/4 80 67 93 40 
Cuba — (eo) oy) 6 70 5 77 33 
Dominican Republic (e) 5 3/4 5 58 48 64 28 
pasate (e)' 8 7 80 67 90 39 
Hawaii (e) 10 8 100 93 103 44 
India (i) 9 7 90 75 90 39 
Indonesia {e) 9 1/4 7 1/4 93 8] va 40 
Mauritius fe) 97 472 6 1/4 75 63 80 35 
Mexico (e) 81/4 6 3/4 83 69 87 38 
pery (e) 71/4 6 1/2 75 60 83 36 
Philippines (e) 8 1/2 7 3/4 85 71 99 43 
Peurto Rico (e) 10 8 100 83 103 44 
South Africa (e)) 7 ay3 Pe Vf2 78 65 96 42 
Taiwan (e) 6 1/4 7 63 52 90 39 
U.S.A. (cane & beet) (i) 10 374 8 1/2 90 77 97 47 
BEET 

Belgium-Lux (i) 91/4 8 1/4 Sa A 66 94 41 
France (i) 9 3/4 8 81 70 91 40 
Germany (i) 11 1/4 8 1/4 94 80 94. 4] 
_ Italy (i) 10 3/4 8 3/4 90 ue 99 44 
Netherlands (i) 8 3/4 7 1/2 93 63 85 38 
U.K. (i) 9 1/4 8 3/4 77 66 98 44 

NOTES: 


1974: (a) Export Parity Price takan as 10¢ 1b; Import Parity Price taken as 12¢ 1b. 
(b) Export Parity Price taken as 12¢ 1b; Import Parity Price taken as 14¢ Ib. 


1978: (a) Export Parity Price taken as 7.8¢ 1b; Import Parity Price taken as 8.8¢ 1b. 
b) Export Parity Price taken as 18¢ 1b; Import Parity Price taken as 20¢ Ib. 

| Exporting Countries 

i) Importing or Selfsufficient Countries 


Export parity prices are adjusted 1/4¢ 1b. upward for Indonesia, Philippines, and Taiwan. 
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consumption effects of international sugar protection in 
1959, 1974, and 1978. The results of this exercise are 
tabulated in Tables 4.3, 4.4, and 4.5. The increased 
consumption estimated for 1959 under assumptions (a), (b), 
and (c) are shown in Table 4.3. The estimated additional 
Sugar consumption in 1959 under assumption (b) is 18% less 
than the estimated additional consumption under assumption 
(a). Under assumption (a), the additional consumption of 
Sugar was estimated at 7% of the actual sugar consumed in 
1959 for the countries specified in the model. Under 
assumption (b), the additional consumption of Sugar was 
estimated at 3% of the actual sugar consumed in 1959. 

The estimated additional consumption of sugar for 19741 
Under assumption (a), the estimated additional demand was 4 
million metric tons of sugar. This represents an increase of 
6% in the actual sugar consumed in 1974 for the specified 
countries. Under assumption (b), the estimated additional 
demand was 2 million metric tons of sugar. This was less 
than the estimated additional demand under assumption (a), 
however, it represents a total increase of 3% over the 
actual sugar consumed in 1974 for the specified countries. 
For those countries in Section A of Table 4.4, estimated 
additional demand was 1 million metric ton under assumption 


' One problem with the analysis for 1974 is that the assumed 
prices were generally less than was the case in that 
abnormal year (See Table 4.4). It could be expected that in 
the absence of protection, price levels would have been less 
than prevailed, though the 1974 price assumptions of this 
study are likely low as are, therefore, the “additional 
consumption" estimates for this year. 
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TABLE 4:3 
CALCULATION OF INCREASED CONSUMPTION OF SUGAR WITH THE REMOVAL OF 
PROTECTION AND REVENUE DUTIES - 1959 


Actual Retail Percentage Price Elasticity Percentage Actual Estimated 
Prices Reduction of Demand Increase in Consumption Additional 
(U.S. cents to Price Quantity 1959 Consumption 
perskada) to Export or Demanded (000 metric (000 metric 
Import Parit tons) tons) 
(1) aC a SVAIMRE C95 ER EAR SRO (7) < 
Section A a Dene ((3)x(4)] [(5)x(6)] 
Ce ema OS Seb ee LOL ae 
Australia (e) 20.4 Te 7 - ~0.39 7 3 0 53] 37 16 0 
Austria (G)) 22.9 V7 ligew4 -0.42 i fit 5) cae a4 27) 19 14 5 
Bel gium-Lux (e) 25e2 iy UIV/ -9.27 OW ie 5 289 260 20 14 
Denmark (e) Who ] - -0.24 OD On 0 260 0 0 0 
Egypt (i) 16.0 Bre setts se -1.08 0 0 0 3001) Opis O28 ED 
France (metro) (i) 2387 AD | it 7 -0.30 On oe 22 1518 oT 76 30 
W. Germany (i) 2955 BO sz 25 -0.34 12a 9 1706 205 188 e153 
India e fa) si) 12, NS -1.75 cay 20 2297 50532200 
Italy te} 40,2 53. 50 «(45 #0,57 30 29 26 1000 300 290 260 
Netherlands 4) 25.8 26 Zon -0.37 10 8 6 507 51 4] 30 
South Africa a 12.8 ee -0.58 0 0 71 Were Og eno 
Sweeden (i) ray | 30-26) 19 -0.32 107s) 16 353 30, 28 2] 
Switzerland (4) : 20.9 ) Moe -0.31 Saimilge £0 270 8 3 0 
U.K. (i) 20.5 7 2 - -0.25 Jame 0 2979 60 15 0 
ese As (3) (45a 250 FZ nS ~9.28 i Gl 8405 588 504 336 
Venezuela (i) 26.9 ZI Os ~-0.42 12a: £8 234 23: 126) 9 
Ten Other Countries* 1224 2467 279. 111 
TOTAL : 22888 2169 1722 979 
2 SSE Se SR eee ROE ee Be ee Se ee he TG 
Secticn B 
Algeria (i) 20.6 8 open -0.60 2 0) 219 | 4 0 
Brazil (e) 17.) bee te -0.40 0 0 0 2407 OBE in io 
Canada (i) 21.8 13 oe -0.30 Acme. 4-0 816 Si | HS 0 
Chile (i) 18.6 “ay -0.50 Ot 20 2210) Os anoeeneny 
Cuba (e) Wes 3 = k=, -0.30 ] (On 0, 331 3 0 0 
Tran (i) 25.3 Zoemcie ms ~-0.80 740) Ng 10) 466 ns 779) 47 
Japan (i) 38.4 51 43 43 -1.00 Slcoud3 1321 674 634 568 
Mexico (e) 12.7 4 ee -0.40 0. 30 O70) Oy 30)" 20 
Pakistan (i) 30.6 $8) 35) 428 -3.75 66 6] 49 22) 146 135 105 
Peru (4) 7.4 - - + -0.60 (o) te) 26] 0 0 0 
Philippines e 215 Zin, N22 ~-0.60 Owe een 288 Sy 0) 2 
Spain {#3 20.2 Ocal oe -0.60 Apr Osennd) 508, sew a dee 0 
(i) 4 Yeas) 308 Wi4eiG2= (89 


Turkey i 36.0 eh AGL -0.70 , 
Water a ae pe, yy 8366. Iisl 995 old, 
Sa ec el ee ee 


Section C 
Ail other Non Planned 


Economies 5508 582 468 372 
a a a ne ee 908 eGR S72 


ae Exporting Countries 
i): Importing Countries,. : ! 
y sri Panke (Ceylon) meat (i) Greece, (i) Guatemala, (e) Ireland, (i) Israel, (1) Norway, 
Portugal (i), Peurto Rico (e), Rhodesia and Nyasaland (Malawi) (i). 
(a) Export Parity taken as 3¢ 1b; Import Parity taken as 3 3/4¢ Ib. 
b)° Export Parity taken as 4¢ 1b; Import Parity taken as 4 1/2¢ 1b. 
c) Export Parity taken as 4 3/4¢ 1b; Import Parity taken as § 1/4¢ 1b. id Se al 
Export Parity Price adjusted upward 1./4¢ for Indonesia, Taiwan, and Philippines. 
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TABLE 4:4 
CALCULATION OF INCREASED CONSUMPTION OF SUCAR WITH THE REMOVAL OF 
PROTECTION AND REVENUE BOTIES - 1974 


TESS a ee A ee 


Actual Percentage Price Percentage Actual Estimated Additional 

Retail Reduction in Elasticity “Increase in Consumption Demand (000 Metric 

Price $ Price to Export of Demand Quantity (000 Metric Tons) 

ee S. ¢ or Import Demanded Tons) 

Parity 
1 the 2) (3) (4) (ys (6) (7) 
[(3)x(4)] [(5)x(6)) 

Section A (a) (b) {a) (b) (a) (b) 
Australia Mae ey eee eg 0 -0.04 0 0 Cama hi 0 0 
Austria (ie 80e1 0 0 -0.22 0 0 350 0 0 
Belgium-Lux Gia e8.2 0 0 -0.24 0 0 400 0 0 
Denmark (i) -35.8 0 0 ~0.10 0 0 278 0 0 
Egypt (i) 38.9 0 0 -0.40 0 0 600 0 0 
France (Metro) Ci ae 0 0 -0.24 0 0 2203 0 0 
W. Germany Ginna aa 0 0) -0.16 0 0 2400 0 0 
India Ghee 2Ge 0 0 ~0.78 0 0 4807 0 0 
Italy ty 39.0 0 0 -0.33 0 0 2011 0 0 
Netherland 1)” 39.3 0 0 -0.16 0 0 875 0 0 
South Africa : 30.8 0 0 -0.30 0 0 955 0 0 
Sweden 1) 65.6 39 29 -0.12 4 3 384 15 nN 
Switzerland (i) 96.8 60 52 -0.14 8 7 340 27 23 
U.K. (GU) Bit 0 0 -0.10 0) 0 2975 0 0 
UsS-A: (Ge 7556 47 38 -0.10 5 4 10826 54] 433 
Venezuela AD) RS 2808 0 0 -0.50 0 0 519 0 


Ten Other Non-Planned ol 842 


Section B 

Algeria (7) ; 656 

Brazil (e) 20.9 0) 0 -0.23 0 0 4101 0 0 
Canada (i) ees * 55 4 =0103 7 6 1099 76 65 
Chile (i) 61.6 35 24 -0.22 8 5 399 31 19 

Cuba (e) 750 

Iran (1) 50565. 20 8 -0.19 4 2 794 31 15 
Japan Ghy™ S27 ecru eG] 44 -0.18 9 8 3087 Zine S 
Mexico (evant 0 0 -0.30 0 0) 2285 0 

Pakistan (Gp) Gone) "ey 23 -0.1 3 2 650 19 13 

Peru (ii)" 14508 30 0 -0.32 0 0 533 0 0 
Philippines (e) 20.0 0 0 -0.28 0 0 890 0 0 

Spain be 4527 0 -0.39 3 0 1109 33 0 
Torke ey (CH ee 0 -0.25 5 0 p12 Oa ee nae A he 
TOTAL ESE ET SP a a eng Ca eda Berg IES 15 2015 358 
ee ee ae ene hme wy ee a we 8 205. Pe 0 Ss Coon ees 
Section C 

Other Non-Planned 12244 608 468 


Fontes “ihc hes ats he a Se ee OCD 4167 2135 


NOTES: (e) Exporting Country; (i) importing Countries 
(a) Export Parity taken as 9¢ 1b; Import Parity taken as Bes ee 
b) Export Parity taxen as ]2¢ 1b; Import Parity teken es ¢ F : if, a 
: Sri Lanka (even (i), Finland (i), Greece (i), Guatemala (e), Ireland (i), Israeli (i), Norway (1), 
Portugal (i), Puerto Rico (e), Rhodesia and Nyasaland (Malawi) (i). 
# All world, except Eastern Europe, U.S.S.R. Yugoslavia, China, Mongolia, and North Korea. 
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(a) and assumption (b). This represents 3% of the actual 
Sugar consumed by those countries specified. For those 
countries listed in Section B, under assumption (a), 
estimated additional consumption was a total of 2 million 
metric tons or12% of the actual sugar consumed in 1974 by 
those countries specified. Under assumption (b), the 
estimated additional demand was 350,000 Ibs. less than the 
estimated additional demand under assumption (a). This 
represents 1.76% of the actual sugar consumed by the 
countries specified in the model. Given the removal of 
protectionism in the world sugar economy in 1974, it would 
be expected that the price of raw sugar would have been 
considerably less than actually prevails because of more 
efficient production methods, thereby encouraging additional 
sugar consumption in 1974. 

In Table 4.5, the results of the analysis for 1978 are 
given. Under assumption (a), there was an estimated 
additional sugar consumption of 2.8 million metric tons for 
1978. This represents 4.2% of the actual sugar consumed by 
the countries specified in the model, and additional 3.2% of 
the world total sugar consumption for 1978. Under assumption 
(b), the estimated additional demand was 1.3 million metric 
tons or 1.4% of the actual sugar consumed in 1978 by the 


countries specified. 
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TABLE 4:5 


CALCULATION OF INCREASED CONSUMPTION OF SUGAR WITH THE 
REMOVAL OF ee at AND REVENUE DUTIES - 1978 


Actual Retail Percentage Price Actual Estimated 
Prices Reduction in Elasticity aye Consumption Additional 
(U.S. cents Price to Export of Demand Ouse an Consumption 
Per Kg) or Import Parity Demanded (000 ‘Metric (000 Metric 
Ton is Tons) 
Q) eee ey (6) 
Section A (a) (b) (a) 
C(a)x(4) su hes) yal 
ustralla e 41.8 8 0 =QLOgiar 27 0 786 5 0 
Austria (i) 49.0 26 3) ~0.22 5 } 325 16 3 
Belgium-Lux (i) 38.5 5 0 -0.24 1 0 2887 28 0 
Denmark ~ (i) 38.1 5 0 =O 50 ees 0 712 3 0 
Egypt (i) 44.8 19 0 -0.40 7 0 842 58 0 
France (Metro) (i) 39.0 7 0 ~0.24 1 0 2374 23 0) 
W. Germany (i) 38.4 5 0 =OF ON wes 0 2153 7 0 
India (i) 26.8 0 0 -0.78 0 0 463 0 0 
Italy (i) 40.2 10 0 -0.33 3 0 1784 53 0 
Netherlands (i) 39.6 8 0 ~0.16 1 0 676 6 0 
South Africa (e) 35.8 5 0 -0.30 } 0) 1254 12 0 
Sweden (i) 84.7 7 45 -0.11 6 4 387 23 15 
Switzerland (i) 68.6 47 32 -0.14 6 4 203 12 8 
Wake (i) Bs 6 0 =J210%. <6 0 2530 1) 0 
UeseAe (i) 53.0 32 12 -0.10 3 j 9736 292 97 
Venezuela (i) 40.7 YW 0 -0.50 5 0 $19 25 0 
Ten other flon-Planned Econ 215 $8 348 
TOTAL ae Warn Mitte 29789 ~=«1574 OF, 
Section B 
Algeria GQ) 
Brazil (e) 34.3 5 0 OSS eT - 5190 5 0 
Conds i} 96.2 2) 0 -0.13 2 0 1264 25 0 
Chile | 46.8 22 4 -0.22 4 .08 415 16 0 
Cuba e) 445 
Iran i) 36.7 1 ) -0.19 .19 0 1256 2 0 
Japan (i) 110.6 67 53 -0.18 12 10 2440 292 244 © 
Mexico (e) 26.4 0 0 -0.30 0 0 2985 0 0 
Pakistan (i) 44.4 18 0 -0.1 1 0 635 6 0 
Peru (i) 20.6 0 0 -0,32 8) 0 570 0 0 
Philippines (e) S152 0 0 =0.78 76 0 10387 0 0 
Spain {*} 52.8 31 12 -0.39 12 4 1568 188 62 
Turkey j 65.5 45 29 -0.25 72 7 1247 137 87 
Section C ie 
All other Non- 
Planned Economies 18740 606 348 
TOTAL #7 67631 iC aa ON 


NOTES: (e) Exporting Country; (i) Importing Country. 
* Sri Lanka (Ceylon) (i), Finland (i), Greece (i), Guatemala (e), Ireland (i), Israel (i), Norway (i), 
Portugal (i), Peurto Rico (e), Rhodesia and Nyasaland (Malawi) (7). 
(a) Export Parity Price taken as 7¢ 1b; Import Parity Price equals &¢ 1b. 
(b) Export Parity Price taken as 11.7¢ 1b; Import Parity ewuals 12.7¢ We 
Export Parity adjusted upward 1/4¢ for Indonesia, Taiwan, and Phi lippines,. 
# All world, except Eastern Europe, U.S.S.R., Yugoslavia, China, Mongolia, and North Korea. 
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some Implications of the Results 


The estimated increase in world sugar consumption for 
1959, 1974, and 1978 which would have occurred in the 
absence of any protection in the world sugar economy would 
have represented an increase in international sugar trade. 
In 1978, this would have been between 1 to 4.2%. increase in 
consumption would be expected to stimulate world sugar 
production. This estimated production expansion would 
involve shifts in sugar production from protected high cost 
Sugar producing areas to lower cost sugar producers. The 
major world sugar. exporters to the international market 
would have increased their supplies as a result of this 
increased demand. 

With the removal of protection in international trade 
in sugar, it could be expected that the larger sugar 
exporting nations would obtain most of the additional 
benefits accruing as a result of the increase in world sugar 
consumption levels. As is shown in Table 2.1, in 1978 the 
major cane producers were Brazil, India, and Cuba. Brazil 
had a market share of 16.5%, India’s market share was 14.8%, 
and Cuba’s market share was 13.6%. 

Using the estimated export parity price of 7 cents per 
pound and the additional consumption estimates taken in 
Table 4.5, Brazil’s export sugar earnings would have 
increased by $323,400.00 in 1978. India’s sugar export 


earnings would have increased by an additional $290,200.00 
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and Cuba’s sugar export earnings would have increased by 
$266,000.00. Together, these three largest producers would 
have earned an additional $879,600.00. Although these 
calculations are somewhat rough, nevertheless, they do give 
an indication of the distribution of "lost" revenues to 
these three sugar exporters with protection in place. 

It could be expected that with such a removal of 
protectionism in world sugar trade, the retail price of 
Sugar would increase above the lower range of price 
assumptions in this study. However, this expected increase 
in retail prices is not expected to greatly affect the 
demand and consumption of sugar. 

An important factor in stabilizing producers incomes 
could be the change in the residual nature of the world 
market. Because the world sugar market is currently a small 
segment of international sugar trade, relatively smal] 
shifts in the demand and supply functions of sugar in the 
protected markets greatly affect the demand and supply 
functions in the world market. If the world market becomes 
larger it might be able to absorb the impacts of these 


shifts more readily. 
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Limitations of the Study 


In attempting to measure the major economic effects of 
protectionism in the international trade in sugar many 
difficulites were encountered. International trade in sugar 
involves many countries with different trade and production 
policies. These present some of the major problems in 
effectively measuring the impacts of protection. Included in 
the problems encountered in this study were the differences 
in national import duties and taxes, import and export 
quotas, and currency values. Also, differences in the 
methods of data collection by many producing and consuming 
nations affected the accuracy of the results. Because of the 
cyclical nature of sugar cane and sugar beet production, 
variations in time lag between production and consumption 
also contribute to data inadequacies. 

Protection in the international trade in sugar does not 
only affects the production and consumption of sugar. 
Protectionism also affects the national economy of 
countries, especially those countries dependent the national 
sugar industry as a major source of foreign exchange 
earnings. Protection also affects national resource 
allocation. The effect of protection on national resource 
allocation bears heavily on the cost of production and 
consumers’ welfare. Only two of the major effects of 
protection are examined in detail in this study. They are 


the price and consumption effects. In this study, 29 major 
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importing and exporting countries were selected and 
examined. Although, this analysis gave a reasonable 
indication of some of the effects of protection in the 
international trade in sugar, nevertheless, it would be more 
useful to examine more than 29 countries and three years to 
obtain a more accurate measure of the major impacts of 
protectionism in the international trade in sugar. A study 
of this magnitude was not possible based on the available 


research resources. 
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CHAPTER V 
CONCLUSIONS AND RECOMMENDATIONS 


Conc lus ions 


From the preceeding chapters of this study, it is 
possible to summarize some of the major economic impacts of 
protectionism in international sugar trade. Protectionism in 
international trade in sugar involves income tranfer between 
domestic sugar producers, consumers, and taxpayers on the 
one hand, and between domestic and foreign sugar producers 
on the other. Such income redistributions are major 
consequences of protection in international sugar trade. 
They may, in fact, be the reason of such governmental] 
policies. 

Another major economic effect of international sugar 
protection is that of resource misallocation in the 
production of sugar. As a result of protecting higher cost 
domestic sugar production, low cost producers are prevented 
from attaining optimal output levels. A major economic 
effect of protection in international trade in sugar was 
examined in the present study. The results of the analysis 
were specifically applicable to 1959, 1974, and 1978. They 
may however, be applied to other periods which bear a 


similarity to the years which were examined. 
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In amassing the conclusions which may be drawn from 
this study, it is desirable to make a statement concerning 
the comparative effectiveness of protectionism. Embargoes, 
quotas, and tariffs distort international trade in sugar. 
The implications of protectionist trade policies depend on 
the price relationship between markets. The concepts of 
"export floor" and "import ceiling" prices which are applied 
in the International Sugar Agreement are involved in the 
relationship of prices between the different markets. The 
"export floor" is the lowest to which the domestic price of 
sugar is allowed to decrease relative to the foreign price 
before exports are triggered. The difference between the 
foreign price and the domestic "export floor price" is 
determined by export transportation costs and foreign import 
restrictions. The "import ceiling" is the highest level to 
which the domestic price is allowed to rise relative to the 
foreign price before imports become profitable. Import 
restrictions and transportation costs determine the 
difference between the foreign price and the domestic 
“import ceiling’. 

The removal of trade restrictions has the effect of 
narrowing the range between the “import ceiling” price and 
the "export floor" price. Perhaps the most important benefit 
of the abolition of trade restrictions in the international 
trade in sugar would be that it would force producers to 
become more efficient and internationally competitive. 


The many special arrangements in the international 
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sugar industry affect the industry’s efficiency. One result 
of concessional arrangements between major sugar exporters 
and importers is to restrict the size of the world free 
market. The small size of the free market reduces its 
effectiveness as a reliable source of sugar. Moreover, the 
free market tends to be a residual market. When the world 
market supplies are low, the world market price tends to 
increase rapidily, and when supplies are abundant the world 
market price tends to be depressed. Greater reliance on the 
world free market by major importers would enlarge the 
relative size of the world market and thereby make it more 
stable. Quotas and high concessional prices contribute to 
the "dumping" of excess sugar supplies in the world free 
market. Since sugar production is cyclical in nature and 
yields vary from year to year, depending on such variables 
as the weather, a sugar producing country may have a 
built-in motive to produce more than its export quota 
requirements. If production is lower than planned, the 
producing country would still have enough to fill its high 
priced export quota. If on the other hand, planned 
production is exceeded, then the export quota requirements 
can be filled and any loss as a result of the excess 
production can be treated as an insurance premium which 
would be paid to meet the needs of the high priced 
concessional market. 

The quota premiums provided for in the International 


Sugar Agreement on concessional sugar exports also inf luence 


7 eauhen Saag poe ‘alte ek: tome 
orig av OOS (On 1 wie FQ oS ae qidetie: 5 om . 


1omoedh) Aen OG) ‘salina 5 9d cH sone , 


oT 


Pires | Sey eiriey ys NBM tye Rice ect ives 18 #6 a ts 


it Ope 
ert! | Srila: an ie et ka pene, brié oat ie a 7 
> sont av heard _ beseggat ad ne bia} 60 ii Ai 
) 5 SOR 1s taste ea note (at an ‘Vd. Jeuati. 20 We ae 
- tbo. Sabot ele iid Seay Pre ee alle 30 ie: | 
a9 T vea T Ry > HSowiod rigger bers “ne 
aw arid” abet shue rupigtle se 9, 4p Sorter 
aa vt Pod hg, 2 mH toubora 4enue sont 
y Aue AG, palitneqet: | ue 0) 49by mot en ay 2 


ath i 


‘om Wve: gated: Agee. is ned eae 
No’ Fee: fe “ugh } i audi 3a O0. biti, 

ruvtiel ey noth Mallee ee HEP reulbona 44). 

211. Chtrot Saker ‘évedl tthe: iucnd elo hy 

| ats tC 5 tad isbn $a) nb vt ADORE it ci 

4) Said | atcup "Foy ah net Tg abi " 
Saxe wit tpltiddat ys 34, rer gry: bos sel is od fi 

aM ‘Huy ied sorts ees A 36 ‘baifeuet ond ABD AGP , waa 
washer i ee | sbqa ‘edi team as ae 

er ee 

1} SORTS SE. Bld $b. eae ch kway siento tou: pea! 
Sofieu! traf ale 2} 4 Ogae rsAY ‘es * Teplice Meu > onomerae 


! = a 


ile 


Rah . : is 
5 7 7 : 
F t ; 
et j : ly 
: —6 t 
ca tit 


103 


excessive production in the international sugar industry. In 
the absence of any protection in the international sugar 
industry producers would restrict sugar production to that 
quantity which will be sold to cover the additional costs 
incurred in its production. But in many sugar exporting 
countries the sugar industry is controlled by government 
regulations. With high levels of unemployment in many of 
these countries, government policy seems to encourage 
excessive sugar production so as to create employment as 
long as total production costs are covered by total revenues 
with export quota premiums and artifically high domestic 
prices. In some instances, the low returns received from 
exports to the free market represent a greater return than 
the marginal social costs especially when chronic 
unemployment exists. 

In considering the prospects for the world sugar 
economy, it is difficult to escape the conclusion that there 
is an urgent need for a more rational and multilateral 
approach to the international trade in sugar. A constructive 
step would be the gradual phasing out of direct and indirect 
subsidies on sugar exports. This would contribute towards a 
better allocation of world resources and would be of benefit 
to the most efficient producers. Beyond that, an improved 
world marketing structure could be established through the 
re-negotiation of a more effective International Sugar 
Agreement. These adjustments should reduce the substantial 


instability in world prices and could at the same time take 
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appropriate account of the particular problems of the lesser 
developed countries whose economies are heavily dependent on 
sugar . 

Finally, there has been much support for a reduction of 
protectionism in the international sugar industry by removal 
of embargoes, tariffs and quotas, and replacement of these 
with deficiency payment schemes. However, deficiency 
payments generally will reduce but not remove the 
misallocation of resources in the production of sugar. 
Instead of perpetuating the protection of high cost sugar 
production through deficiency payment schemes, policies 
should be developed to reallocate these resources in more 


efficient uses and compensate the displaced producers. 


Recommendat ions 


The original objective of this study was to investigate 
the major economic effects of protectionism in international 
trade in sugar. It is believed that to a degree this 
objective has been met. There are however, many unanswered 
questions remaining in the overall analysis of protectionism 
in the international sugar industry. One of these questions 
deals with the subject of comparative advantage and relative 


costs of production between developed and developing 
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countries.' Sugar producers in the developing countries 
should realize that their ultimate stance on the question of 
international sugar trade policy must be based on a ciear 
understanding of their competitive cost position in the 
international sugar industry relative to those of other 
developed countries. While the question has not been dealt 
with in this study it is recognized as a vital and closely 
related issue. 

Another area which merits some attention is that of 
ascertaining the required adjustments necessary for 
displaced sugar producers as a result of a reduction or the 
removal of trade restrictions in the international sugar 
industry. Substantial resistance to the removal or reduction 
of protectionist policies come about as a result of the fear 
of sugar producers losing employment and incomes. If these 
fears are removed, no doubt resistance to the removal of 
trade barriers would decrease. 

Although some sugar producers would gain from the 
removal or reduction in protection in the international 
sugar industry undoubtedly, others would lose. It is 
imperative that these groups be identified and adjustment 
assistance programs be devised and examined to determine 
which ones will best meet the needs of the displaced sugar 
producers. 

Finally, with regards to further investigation into 


1 H.G. Johnson, "Sugar Protectionism and the Export Earnings 
of Less Developed Countries: Variations on a Theme by R.H. 
Snape", Economica, Vol. 33, (February 1966). 
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international trade, a number of questions remain 
unanswered. The present study deals with some major economic 
implications of protectionism in the international markets 
for sugar. Presently, protectionist policies allow for a 
high level of protection for labour extensive products and a 
relatively low level of protection for labour intensive 
products. Consideration for more study should be given by 
researchers to other major protected internationally traded 
agriculture commodities such as coffee and cocoa. These 
would surely be welcomed additions to international 


commodity trade literature. 
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APPENDIX At 
OTHER MAJOR INTERNATIONAL COMMODITY AGREEMENTS 


The International Coffee Agreement 


The International Coffee Agreement (ICA) was first 
implemented in 1963. The objective is basically the same as 
that of the International Sugar Agreement; that is to 
moderate the economic forces between international supply 
and demand for coffee therby ensuring reasonable prices to 
consumers and adequate and stable incomes for producers. '! 
There are three main features of the International Coffee 


Agreement which directly affects its operation: 


a. ‘Export Quotas: 
b. Measures to increase consumption; and the 


c. Establishment of production goals; 


Annual export quotas are established by the 
International Coffee Council (ICC) the controlling agency in 
advance of the following production year. These quotas are 


calculated based on a world consumption estimate, production 


ee 


Agricultural Producers and their markets, ed., T.K. Warley, 
Agustus M. Kelly, (New York: 1967), p. 113. 
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costs, and anticipated future world price. The quotas are 
then distributed to each exporting member country based on a 
common percentage of their basic annual quota share. 
Simultaneously, quarterly quotas are fixed for each exporter 
with the objective of balancing supply and demand throughout 
the year. '! 

Previously, the ICC varied the percentage of the basic 
export quota based on market developments. However, this was 
later changed when it was recognized that the system was 
slow in responding to changes in the market. A 
semi-automatic mechanism was later adopted which allowed for 
adjustment of export quotas on a pro-rated basis in relation 
to market price changes up to a maximum of 6% of the annual 
export quota. Quotas are adjusted on the 20th. consecutive 
day of price movements in either direction in relation to 
the "floor or ceiling prices" set for a respective type of 
coffee. It should be pointed out that there are three major 
types of coffee in the ICA, each demanding a different price 
because of quality, consumer preferences, and taste.? In 
addition to the assigned quotas exporting members are 
allowed to seek and export to new markets. This allows 
exporting members to reduce surplus stocks and to encourage 
increased consumption in traditionally low consuming 


countries. 


2 1.B. Kravis, Internationa | eee Agreements to Aid and 
Effeciency: The Case of Coffee", Canadian Journal of 
soriicutturan Economics, ‘No. 1’, (May 1968), p. 297. 
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The quota system is supported by a number of control 
measures. The most important of these is the Certificate of 
Origin and ReExport. This allows an importing member country 
to refuse entry of any shipment of coffee unless it is 
accompanied by an appropiate certificate. Commodity 
agreements like the ISA and the ICA which do not include all 
the major importing and exporting countries are liable to be 
undermined by lower prices from imports or exports of 
non-member countries. The case in point was the 
International Grains Agreement which encountered this 
problem when France subsidized grain exports to be sold 
under the agreed minimum price.'! Added to this the ICC 
prescribe production goals in consultation with producers 
for individual members as well as a global requirement 
level. As such, producers adjust their production based on 


export requirements, domestic needs, and required stock. 


The International Grains Agreement 


The last International Grains Agreement (IGA) which 
came into effect in 1971 and expired in 1978 was an 
extension of the original 1949 agreement which has seen 


numerous changes in respect to its economic 


' Canadian Agriculture in the Seventies, Report of the 
Federal Task Force on Agriculture, (Ottawa: December 1969), 
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provisions.’ Since then there has been disagreement between 
the participants on the questions of reserve stocks and 
maximum and minimum price levels.? At the time of writing, 
there was no formal agreement in operation however, the 
International Wheat Council, the agency which oversees the 
working of the agreement extended the 1971 agreement for 
another two years. Although the economic provisions of the 
arrangement does not apply, the agreement allows for an 
exchange of trade information and continued negotiations for 
the completion of a formal agreement. 3 

The basic objectives of the International Grains 


Agreement has been to: 


a. Provide assured supplies of grains; 

b. Promote the expansion of international trade in 
grains; and to 

c. Further international cooperation in achieving 


stability in the international grain 


Blau, International Commodity Arrangements and 
icies, FAO Commodity Policy Studies, No.1, (Rome: 1964), 


C 
N., Food and Agriculture Organization, Commodity Review 
Out look: 1977-79, (Rome: 1978), p. 14. 

S., Department of Agriculture, World Agriculture 

a 
1 


tion, Economics, Statistics, and Cooperative Service, 
9, (Washington: July 1979), p. 30. 
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market. ! 


The International Grains Agreement is divided up into 
two major components; The Wheat Trade Convention and the 
Food Aid Convention. The former, combines a price mechanism 
which sets maximum and minimum prices and quantities to be 
bought together with a reserve stock program to achieve the 
goals of the agreement. The agreement also spelled out 
procedures to be followed when prices reach the maximum and . 
miminum ranges, and sets guidelines regarding concessional 
transactions. The Food Aid Convention is an arrangement 
between the principal exporters and importers to provide a 
specific quantity of grains annually to needy nations. This 
program is supported by the participating countries either 


through grants of grains or cash. ? 
ECONOMIC IMPLICATIONS OF COMMODITY AGREEMENTS 


K.W. Dam describes commodity agreements as: 


".,.,devices to disguise massive aid transfers from 
consumer to producer countries and are to be 


considered to be inferior to overt transfers in so 


1 U.S., Department of Agriculture, International Grains 
Agreement, Foreign Agriculture Service, M-195, (Washington: 
November 1967). 

2 Ibid. 
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far as they reduce competition and lead to a less 
efficient allocation of resources. Such transfers 
may also be preferable as a technique for 


accomplishing stabilization" .' 


Commodity agreements can be characterized as economic 
as well as political policy devices used by importers and 
exporters of commodities to ensure a balance between the 
supply and demand of the respective commodity. Its political 
implications surfaces as a result of the negotiation process 
which preceeds these agreements. These negotiations involve 
interests of parties of unequal economic strenghts. In most 
cases the strongest party tends to dominate the agreements. 
The main goal of most commodity arrangements has been that 
of controlling fluctuations in commodity prices, thus 
controlling producers incomes and supplies of the commodity. 


E.M. Ojala suggests that: 


" ., a basic objective of international commodity 
arrangements is in general to stimulate a dynamic 
and steady growth and ensure reasonable 
predictability in the real export earnings of 


developing countries, so as to provide them with 
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expanding resources for their economic and social 
development, while taking into account the interests 


of consumers in the importing countries."' 


Although commodity agreements have generally been 
regarded as useful policy instruments nevertheless, there 
have been doubts raised as a result of the difficulties 
involved with their implementation and administration. 2 

For commodity agreements to achieve their objectives 
that is, to balance the economic forces of supply and 
demand, both the major exporters/producers and the 
impor ters/consumers must be party to the agreement. In the 
case of bilateral commodity agreements this is not a 
problem. However, with multilateral arrangements the problem 
of price undercutting becomes prevalent and dangerous to the 
effective operation of the scheme. 

Another problem inherent in the implementation of 
commodity arrangements is the acceptance of quota 
allocations and maximum and minimum prices. There is 
inherent disagreement between buyers and sellers. Buyers 
seek to pay the lowest acceptable price for the commodity, 
whereas sellers demand the highest possible price. The 
unequal sharing of production, stocks holding and disposal 


1 E.M. Ojala, "Some Current Issues of International 
Commodity Policy", Journal of Agricultural Economics, 
(British), (January 18, 1967). 

2 R.A. Mundell, International Economics, The Macmillian 


Company, (London: 1968), p. 85. 
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costs leads to disgruntled participants. '! 


1 T.K. Warley, Problems of World Trade in Agriculture 
Products! Vonsecitisvp: .5 


APPENDIX Bt 
CALCULATION OF WEIGHTED AVERAGE PRICES 
The following illustrates the methodology used in 
estimating the weighted average prices obtained by producers 


in Tables 4.1 and 4.2. The calculations are for 1970 


prices.! 
BRAZIL 
MARKET QUANTITY SOLD AVERAGE. PRICE GBTAINED 
(1000 Metric Tons) (US ¢/ 1b.) 

United States 685 4.88 (f.0.b. stowed in 
greater Caribbean 
ports including 
Brazil) 

Other Markets 470 CoM ie 

Domestic Market 3,540 4.45 (wholesale price) 

TOTAU 4/5615 4.36 (weighted average) 


Therefore, the weighted average price received by 


Brazilian sugar producers in 1970 was 4.36 ¢/lb. 


' Sources for the data used in Appendix B1 are: 
International Sugar Organization, Sugar Year Book, (London: 
1971).; also International Sugar Organization, The World 


Sugar Econom Structure, and Policies: Canada and United 
States, (London: 1979). 
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UNITED STATES 

The c.i.f. price of raw sugar imported into the United 
States in 1970 was 4.88 cents per pound. Duty on imported 
raw sugar was 0.625 cents per pound. Also, producers receive 
subsidies in the form of direct payments adding about 15% to 
their revenues. Thus the weighted average price United 
States domestic sugar producers received in 1970 was 6.3 


cents per pound. 
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